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POPULATION PROBLEMS IN THE SOUTH—PART II? 


JOSEPH J. SPENGLER 
Duke University 


This article consists of three parts. In the first part we shall 
show that per capita income is appreciably lower in the South than 
elsewhere. In the second part we shall examine the three condi- 
tions largely responsible for the lowness of per capita income in 
the South: (a) the smallness of the per capita supply of resources in 
process of utilization; (b) the occupational and geographical mal- 
distribution of the Southern population; (c) inefficiency in the use 
of resources. Condition (a) is attributable in part to the rela- 
tively high natural increase in the South; (b) and (c) primarily to 
the concentration of Southern natural increase in certain categories 
of the population. In the third part we shall show that the 
elevation of per capita income in the South depends upon: (a) the 
volume of emigration from Southern rural areas to non-Southern 
states; (b) the extent to which industries using relatively large 
amounts of labor are developed in the South. 


I 


According to the Brookings study, Southern per capita income 
in 1929 was but 42.8 or 43.9 per cent of the non-Southern, accord- 


1In Parts I-II, published in this Journal, April and July, 1937, natural increase and migra- 
tion in and from the South were described and compared with natural increase and migration 
within the remainder of the United States. For the eleven states comprising the ‘‘South,”’ 
see the preceding parts. We hope at some future time to develop more fully the economic 
theory implicit in the following pages, the denotation of the terms employed, and the nature 
of the relationship between per capita income as here used and per capita ‘‘welfare.”’ 
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ing as profits from property sales are included or excluded.? This 
relatively low level was characteristic of the entire South, for all 
the Southern states except Florida, which ranked 30th, were in- 
cluded in the 12 lowest ranking states. Three quasi-Southern 
states (Texas, Oklahoma, West Virginia) fell among the lowest 
15. In 1919-21, according to Leven’s estimates, Southern per 
Capita income was 46.4 per cent of non-Southern; the eleven South- 
ern states fell among the lowest 14 in 1921 and constituted the 
lowest 11 in 1919. At present, according to Slaughter’s study, 
the relative income status of the South remains approximately as 
in 1929.° 

Part of the discrepancy noted between Southern and non- 
Southern income is attributable to the fact that agriculture (which 
is relatively less-rewarded) is relatively more important in the 
South than elsewhere. In 1929 the Southern population secured 
about 22 per cent of its income from agriculture; the non-South, 
about 7.6 per cent. In the South per capita income in the farm 
population was 34.2 per cent of that from all sources in the non- 
farm population; in the non-South, 35.8. Per capita income in 
the Southern farm population was 52.7 per cent of that in the 


2 Unless otherwise indicated, data on per capita income are taken or computed from 
Clarence Heer, Income and Wages in the South; E. Z. Palmer, *‘Income in the South," this 
Journal, Il, January, 1936, pp. 47-60; M. Leven, et al., America’s Capacity to Consume; H. W. 
Odum, Southern Regions of the United States; Biennial Census of Manufactures, 1931; and M. 
Leven, Income in the Various States. See also Paul H. Douglas, The Theory Of Wages; Carl 
Snyder, “Capital Supply and National Well-Being’, American Economic Review, XXVI, 
1936, pp. 195-224; J. A. Slaughter, Income Received In The Various States, 1929-35. 

3 It is possible that lack of income in the South is partly compensated by a lower subjective 
standard of living. According toa recent survey by the American Institute of Public Opinion, 
the average of the estimates of weekly incomes deemed necessary by persons questioned to 
provide a minimum ‘‘decency’’ standard for a family of four was $25, among Southern Whites 
and in the West Central area, in contrast to averages of $30 to $35 in other sections; Southern 
Negroes specified only $12. Southern Whites and those living in the West Central area 
estimated on an average that $33 per week was necessary to provide “health and comfort”’ toa 
family of four; those questioned in other regions made estimates averaging $38 to $39. If 
these estimates at all reflect variations in the pressure to spend, the variations may be due to 
the fact that actual incomes are lower in the South, or possibly to the fact that inequality may 
be slightly less pronounced in the South. Palmer found less inequality in Southern than in 
non-Southern Federal Income Tax returns. However, since data relative to smaller incomes 
have not been analyzed, and since part of the spray of stimuli to greater emulative spending 
comes from outside the South, it is impossible to say whether on the whole the lowness of 
Southern income levels is counterbalanced in part by lesser income inequality and therefore 
by a lesser pressure to emulative and conspicuous expenditure. 
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non-Southern non-farm population; in the Southern non-farm 
population 55.2 to 57.7 per cent of that in the non-Southern 
non-farm population, depending upon whether or not profits 
from sale of property are included. In 1929 the lowest quartile 
of states ranked according to per capita income in the farm and in 
the non-farm population included respectively ten (Florida rank- 
ing seventeenth) and eleven of the Southern states. In 1919 the 
relative status of the Southern population was quite similar 
(according to Leven’s figures) for the eleven Southern states were 
included in the lowest 12 and 13 respectively, ranked according 
to per capita income in the farm and in the non-farm population. 

Per capita income in 1929 was lower in the South than elsewhere 
in part also because the Southern non-farm population received 
only about one-third and one-fifth as much income per person from 
property and capital gains respectively as did the non-Southern 
non-farm population. The Southern non-farm population derived 
12.3 per cent of all its income from property in 1929; the non- 
Southern, 22. Per capita income in the South from occupations 
and agriculture combined was 51 per cent of that in thenon-South. 
Per capita and per gainful employe income from occupations in 
the South was 66.8 and 67.5 per cent respectively of that in the 
non-South in1929. These last ratios approximate that of Southern 
to non-Southern census average wage in manufactures which was 
68.8, 60.3, and 63.5 per cent as high in the South as in the non- 
South in 1914, 1929, and 1931. Although the figures just pre- 
sented suggest that non-agricultural occupational income in the 
South is about two-thirds of that in the non-South, the ratio of 
Southern to non-Southern occupational income levels ranges 
appreciably above and below two-thirds in various occupations, 
as we show below. 


Il 


Although per capita income is lower in the South than else- 
where, in part because the supply of ‘‘resources’’ or ‘‘capital”’ 
per worker and per inhabitant is less than elsewhere, the income- 
depressing effect of relative lack of capital in the South can be 
indicated only in the rough. Both historical studies (e.g., those 
of Douglas and Snyder) and analysis in terms of factoral proportion 
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demonstrate that as capital per worker increases, productivity 
per worker increases, although not in the same proportion. How- 
ever, inasmuch as the historical studies of the effect of capital 
growth upon per worker productivity fail to distinguish clearly 
between the effects of the accumulation of ‘‘duplicative’’ capital 
and the effects of invention which generally resolve themselves 
(in census inventories, etc.) at least temporarily into write-ups of 
““fixed’’ capital assets and therefore into impermanent ‘‘capital 
accumulation,”’ it is not possible to determine accurately the 
productivity function of capital in the past or recent past. More- 
over, even if it were possible to determine such a productivity 
function, it would not be possible to extrapolate it into the future 
free of a large margin of error; for as per capita income rises in 
the future the nature of the effective wants that will be added to 
the existing complex of effective wants may differ appreciably 
from present wants insofar as the relative effect upon the demand 
for capital and labor is concerned. That is, the ‘‘new’’ wants may 
be less capital demanding than the old wants, thus causing the 
productivity function of capital to fall more rapidly than it fell 
in the past in response to a given increase in capital per head. 
This proposition holds also for increases in subregional per capita 
capital supplies. 

The sources of difficulties attendant upon efforts to measure the 
effect of variations in per capita capital or resource equipment upon 
per capita income are two-fold: (1) inaccuracy and inadequacy of 
statistical materials pertaining to resources and income; (2) the 
need to eliminate or to neutralize every determinant of per capita 
income but variations in resource equipment. Observance of 
(2) makes necessary: (a) consideration only of resources in use; (b) 
reduction of resources varying widely in nature and quality to a 
common denominator such as energy units or monetary replace- 
ment cost; (c) such a distribution of the resources in use within 
a region among the employments pursued there as will assure in 
each region parallel supply-demand situations in respect to each 
resource. Inasmuch as actual data are inadequate and as none of 
the above prerequisites can be met, it is not possible to indicate 
with any degree of precision the effect of variations in resource 
equipment upon per capita income. 
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Although measures of per capita wealth by region constitute 
rough indices of per capita resource equipment by region, such 
measures are no more accurate than the data on which they are 
based. Moreover, since the proportion of ‘‘wealth’’ actually in 
use in given states may vary widely, the effect of ‘‘wealth’’ upon 
income will vary. Thus it will be less in Montana where a large 
proportion is not in use; it will be more in South Carolina where 
nearly allisinuse. The relationship between regional rank in per 
capita wealth and per capita income is indicated in Table I which 
discloses the Southern divisions to be at the bottom. 











TABLE I 
Gerocrapuic Divisions RANKED ACCORDING TO PER CaPiITA WEALTH AND INcoME* 
RANK IN PER CAPITA WEALTH | RANK IN PER CAPITA INCOME 
GEOGRAPHIC DIVISION 
1932 1929 1922 1929 1g2t 1919 
WEEE FIOM RON. oo... cc ccasecrccsca § I 2 6 6 6 
SES, Coen eee ete 1A 2 2 3 5 3 5 
ELT Seen 5 3 5 3 4 3 
EE TINE i oc os cacess ocsnarsneen 4 4 4 I 2 2 
Pisa nas teach hanes sshemmuseteged I 5 I : I I 
Haat POOR GEOG! «.......6one occ ccicccsece 6 6 6 4 5 4 
I None 5. cc tnae x Sewean ew slee 8 7 7 8 8 8 
po ee ere 7 8 8 7 7 7 
en PP ee ne 9 9 9 9 9 9 























* Rank in wealth is from R. R. Doane, The Annalist, November 15, 1936, p. 676; income, 
from Leven’s studies cited above. B. U. Ratchford (The Annalist, November 22, 1935, 
Table II) has found in most states a close correspondence between relative income and rela- 
tive taxable wealth per capita; a closer correspondence probably than one would find, were 
census and other wealth estimates accurate. 


The effect of variations in per capita resource supply upon per 
capita productivity and income is most easily ascertained within 
the agricultural industry which, though varying in relative labor- 
capital requirements in different parts of the country, is far more 
homogeneous than the complex of non-agricultural industries. 
That lack of equipment depresses per capita productivity and 
income is quite evident in the following materials prepared by 
J. D. Black (Review of Economic Statistics, May, 1936). These data 
indicate that with the exception of the West North Central 
states, which suffered from relatively depressed prices in and before 
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1929, the divisions rank in net income per worker as in per worker 
equipment; while the relationship between the absolute figures 
is not so regular, it is apparent that the lowness of agricultural 
income in the Southern divisions is associated with a deficiency of 
equipment amounting to at least three-fifths of the average for the 
other divisions. 

That, as the preceding evidence suggests, per capita agricultural 
income is low in the South because capital and landequipment are 
lacking, is suggested too by other census and non-census data 
which indicate that the land equipment of the Southern farmer is 
but one-third that of the non-Southern farmer; the overall equip- 


TABLE II 


AcricuttruraL Equipment AND ANNUAL Net INcoME per AGRICULTURAL WorKER, 
BY Division, IN 1929 














Vv oO 
LAND AND CAPITAL | ANNUAL NET 
GEOGRAPHIC DIVISION GOODS PER AGRICULTURAL 
AGRICULTURAL 
WORKER WOEEee 
rT eer er ee ene $11,120 $1,360 
IES o5 6 tetrein sme vant.beaoe.0s¥n ere teReehedesaa dogmas 9,680 1,370 
EC TORT EE ED 71920 1,350 
BE EE EIR s.cccccersnnyissaieeseekine shakers 7,490 960 
IE ies.nosnasceseeenendheeneseeeany baebued 51950 860 
IE oS. c a scacees erences ciennneasdheeaenesens 51330 780 
INE «ooo scrivceiiccecneead oadunaecagnede 3,310 680 
oo ois0s dv.encnccde pink pobitenceeels eee 3,140 610 
NE SIRs dn ccnceswienced peanhieenees ancuneetced 1,920 490 





ment, but one-fourth. In short, though lacking land, Southern 
farmers lack in an even greater degree the various types of capital 
which in part substitute for land in certain non-Southern states. 
In 1930 the Southern farm averaged 71.4 acres and 1.76 persons 
gainfully employed in agriculture; corresponding figures for the 
non-Southern farm are 209.3 and 1.61. The 1o Southern states 
other than Florida in 1930, according to Odum’s compilations, 
fell into the lowest quartile of states ranked according to the value 
of land, buildings, and farm implements and machinery per farm; 
these 10 states also fell into the lowest quartile ranked according to 
average gross crop income per farm in 1924-28 and according to 
average cash farm income in 1920-30. They ranked among the 
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lowest too in annual net farm income per farm worker. Computa- 
tions based upon the census returns for agriculture and occupations 
indicate that in 1930 the amount of land in farms per person re- 
ported as gainfully employed in agriculture was only 31.1 per cent 
as great in the South as in the remainder of the United States; 
crop land, 31.6; crop land and plowable pasture, 31.7; in crop land 
and pasture other than woodland pasture, 21.2; reported monetary 
value of land, 23.2; value of all farm property, 23.9; value of all 
farm property exclusive of value of dwelling, 22.4. Recently the 
National Resources Board in a preliminary inventory of land in 
the United States divided it into five grades according to produc- 
tivity. If only grades 1-3 are considered suitable for agriculture 
and grades 2 and 3 are converted into grade 1, grade 1 acres per 
person gainfully employed in agriculture in the South in 1930 
expressed as a percentage of grade 1 acres per gainful agricultural 
employe elsewhere would be as follows on the assumption of the 
assumed conversion ratios: 2 acres of grade 2 or 3 = 1 acre grade 
I, 37; 3 acres of grade 2 or 3 = 1 acre grade 1, 33; 1 acre of 2 = 3 
acre of grade 1 and 1 acre of grade 3 = } of grade 1, 31. 


III 


It is much more difficult to compare regions with respect to per 
capita capital equipment in all employments, or in non-agricultural 
employments, than with respect to per capita capital equipment 
in agriculture. The proportions in which labor and capital are 
combined in given industries, though generally dependent in some 
degree upon wage rates relative to interest rates, are governed 
largely by the state of technology in the industry in question; 
they vary widely from industry to industry. This variation is 
evident both in average horsepower‘ per worker by industry and 
in available figures on capital—labor ratios by industry. 


4 Horsepower per wage earner averaged 4.0 and 4.9 in the South in 1914 and 1929, accord- 
ing to Odum; in the non-South, 3.1 and 4.9. Value added by manufacture per wage earner 
and per horsepower in the South averaged but 59 and 72 per cent respectively of the non- 
Southern. The Southern worker's average wage and average wage per horsepower were but 
three-fifths of the non-Southern. Needless to say, per capita income is not necessarily directly 
and proportionately related to energy output per capita because: (a) estimates of energy out- 
put per capita usually do not include energy released through photosynthesis or saved through 











138 JOSEPH J. SPENGLER 


There are industries in which wage costs are twenty-five times as high 
as capital expenses, whereas, in others, capital expenses are considerably 
higher than wage costs. The amount of capital per worker in the manu- 
facturing industries of the United States has recently been estimated as 
follows: Chemical industry $10,000, iron and steel industry $4,000, 
textile industry $1,900, tobacco industry $1,700. In Swedish industry 
before the War the relation between wages paid and interest expenses 
was for food industries 2/10: I, for pulp and paper factories 6/1o: I, for 
wharfs 8:1, for stone quarries 26:1. A post-War investigation, made by 
Messrs. Alford and Hannum, showed that the output per 1,000 hours of 
labor ranged from $548 in the yarn and thread industry to $10,870 in the 
die and punch-making industry in the United States.§ 


It follows, therefore, that if the industrial structure varies widely 
from one section of a country to another, as it does in the United 
States, regional variations in per capita capital equipment, while 
accountable in part for regional variations in per capita income, 
will not serve to explain income variations as fully as in the case 
of agriculture. 

Recently R. R. Doane estimated the “‘fixed real capital’ (i.e., 
fixed real capital in agricultural, mining, industrial, commercial, 
railroad and utility enterprises) of the United States as of 1932 
(The Annalist, November 15, 1935, p. 677), at 142 billions, circu- 
lating or working capital at 21 billions, and residential plus other 
consumption capital at 127 billions. In Table III in columns 2-4 
the census divisions are ranked according to per gainful worker 
averages obtained by dividing into all fixed real capital, fixed non- 
agricultural real capital, and fixed industrial real capital the 
number of persons reported as gainfully employed respectively in 
all occupations, in non-agricultural occupations, and in manu- 
facturing and mechanical industries. Presumably the capital and 





good ‘‘transfer’’ and communications relations; (b) various forms of energy are differentially 
adapted to the performance of specific tasks, producing more or less value according to the 
relative importance of the tasks to which they are adapted. See E. W. Zimmerman, World 
Resources and Industries, pp. 55ff., American Economic Review, XXIV, 1934, pp. 239-49; also 
compare data given by T. T. Read, sbid., XXIII, 1933, p. 58, with national income figures 
given by S. Kuznets in Encyclopaedia of Social Sciences, X1, p. 206. 

5 B. Ohlin, Interregional and International Trade, p. 572. 
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occupational figures in columns 2 and 3 are coterminous; those in 
4 are probably approximations. 

If we compare the ranking of divisions as to per capita income of 
various sorts (columns 5-9) with the rankings in 2-4, certain rela- 
tions appear. First, with the exception of New England and the 
Pacific divisions, columns 4 and 5 tally roughly. Second, with the 
exception of the Mountain, West North Central, and New England 
divisions, 2 corresponds with 7 and 9. Third, the correspondence 
between 3 and 6 and 8 is less pronounced than that between 2 and 





























TABLE III 
Ranx oF Divisions 1N Fixep CaprTaL AND INCOME PER CapITA, 1932* 
: . ra 
E = s g sa E 3 ecu | PER CAPITA INCOME 
= on 
S$ |EEs|Sse | €* [5 
=| BZe| 224 o |"s 3 § 
B /S3a/ES8 | se lee | 2 | 3 
GEOGRAPHIC DIVISION 4 Baa | <8 sm |S = 3 = § 
= fbp| Oza a> |S oy a 3 S 
& o> & 1 a” an Is 5 a o i) a 3 
Be |eap) sabe) <2 (56 | 6 | S|] el] B 
SH |/zs0|/f#u<a!] 6 ge | = g ge 
as |e38|88e8| 23 |e8sl 2 | % 1%] 2 
Ea ea Fa Zs 3 
Rik |e | 8 |e | 2 | 2) 21 4 
nn, AEE Meat I I 4 I 5 5 6 3 5 
West North Central.......... : 2 5 5 6 6 5 6 6 
PU anon. 55 oseesaoacek 3 4 7 2 2 I 2 I 2 
Middle Atlantic............. 4 3 2 3 I 2 I 4 I 
East North Central........... 5 6 3 4 3 3 3 5 4 
West South Central.......... 6 5 10 7 7 7 7 7 7 
New England................ 7 7 I 6 4 4 4 2 3 
SOME RRTABEIC.. 505600000: 5:0: 8 8 6 9 8 8 8 9 8 
: .., SAE 9 9 8 10 | Io 9 | 10 8 9 
East South Central........... 10 10 9 8 9 | I0 9 | 10 | Io 
































* Columns 2-4 based oa Doane, op. cit., p. 677 and 1930 Census, Occupations; column 5 
computed from 1931 Census of Manufactures; columns 6-10, from Leven, op. cit. 


7 and 9. Fourth, there is some tendency for per capita income to 
be less in the divisions where per worker equipment is less. Fifth, 
there is a fairly high consistency in the income rankings (columns 
5-9), especially in the Southern divisions, indicating the effect 
there of lack of equipment in all fields. If one takes the figures for 
individual Southern states (we do not give these for lack of space) 
one finds fairly high correspondence between 2 and 7 and g; none 
between 4 and 5; a little between 3 and 6 and 8. Among the vari- 
ous income rankings there is a rather high consistence. 
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If it is inferable from Table III that lack of equipment exercises a 
depressive effect upon wage and income levels, it is also inferable 
that this lack is a depressant in the South in the non-agricultural 
as well as the agricultural field. For if Doane’s estimates by state 
are at all representative, the average Southern worker and inhabit- 
ant appears to be equipped only about half as well as the non- 
Southern worker and inhabitant. According to the 1922 census 
estimates, the value of equipment (i.e., all wealth less personal 
property and goods on hand) per gainfully occupied Southerner 
was but half that found elsewhere. According to Doane’s esti- 
mates for 1932 the ratio (in per cent) of fixed capital equipment 
per gainfully occupied Southerner to that per gainfully occupied 
non-Southerner was approximately as follows: in agriculture and 
non-agriculture combined, 53; in non-agricultural industries, 74; 
in manufacturing and mechanical, 65; in agriculture, 22. The 
ratio for fixed and residential capital per inhabitant was 44; for 
consumption goods, 40. Needless to say the evidence presented 
merely creates an atmosphere of ‘‘proof’’ that lack of equipment 
is a major depressant of income in the South; a much more careful 
inventory of productive property by state than now is available is 
required to clinch the relationship suggested. 


IV 


Per capita income is low in the South not only because equip- 
ment is deficient but also because average personal efficiency falls 
below the national level and because the occupational and the 
geographical distribution of the Southern population deviates in a 
greater degree from the optimum than does the non-Southern. 
These depressants are interrelated with each other, with the defi- 
ciency in the provision of education and training, and with sub- 
regional and occupational variations in natural increase. Con- 
cerning deficiencies in efficiency little can be said here other than 
that it has its immediate source in the tenant system, in conditions 
associated with the racial composition of the population, and in a 
relative lack of trained managerial personnel, and that all these 
causes of inefficiency could be largely removed, given adequate 
provision for education and training, an efficiency-promoting 
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system of land use and farm tenancy,* and as effective a use of Negro 
as of White Labor.’ 

Materials compiled by Goodrich, Beck, Odum, the National 
Resources Board, and the Department of Agriculture indicate not 
only that the population of the United States is maldistributed 
between the South and the non-South, but also that within the 
South the geographical maldistribution of the population is 
greater than in the rest of the country taken as a whole. It fol- 
lows, therefore, that independently of emigration from the South, 
emigration from opportunity-lacking to opportunity-offering 
areas within the South would elevate income appreciably. As 
such migration generally involves change of occupation, it must 
be treated in terms of the latter. 

Turning now to the occupational composition of the population 
we find, as Heer did, that Southern per capita income is low in a 
marked degree because of ‘‘the concentration of the [Southern] 
working population in industries and employments which yield a 
relatively low return per worker no matter where they are carried 
on.’’ In 1930 the ratio of the percentage of all Southern gain- 
fully employed to the corresponding percentage for all gainfully 
employed in the United States was as follows by divisions of oc- 
cupations: agriculture, 2.03; forestry and fishing, 1.6; mineral 
extraction, 0.75; manufacturing and mechanical industries, 0.68; 
transportation and communication, 0.77; trade, 0.67; public serv- 
ice, 0.72; professional service, 0.67; domestic and personal service, 
1.04; Clerical, 0.46. In other words, the South had relatively 
twice as many persons employed in agriculture wherein for the 
nation as a whole earned income per full time worker was but 43 
per cent of that per full time worker in all occupations;* it had 
relatively more workers in forestry and fishing and in domestic 


6 On the relation of types of landlord-tenant relationships to efficiency see Land Use 
Planning Publication No. 14, U. S. D. A., Washington, 1937. 

7 For evidence to the effect that the Negro worker is efficient when given opportunity 
see Robert C. Weaver, American Federationist, December, 1934, and pp. 576-78 of Bulletin 
616 of Bureau of Labor Statistics. 

8 H. Loeb, et al., (Report of the National Survey of Potential Product Capacity, p. 312) give the 
average wage and salary per full time worker for the main occupational groups; see also 
P. H. Douglas, Real Wages in the United States. 
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and personal service wherein earning levels are below the average 
for all non-agricultural workers. Moreover, as Heer shows, even 
within the manufacturing field Southern labor was concentrated 
in the relatively less productive and remunerative forms of manu- 
facturing. 

As a means of measuring the deviation of Southern occupational 
composition from the ideal we may compare the former with that 
which would prevail according to Loeb (0p. cét., pp. 201, 348) if 
our resources were used fully and efficiently and in a manner to 
assure to each family an income approximating $5000 (Table IV). 
The occupational areas for which major increases are indicated, 
according to Loeb, include textiles and leather, construction, 

















TABLE IV 

DistriBuTION oF GAINFULLY EmMpLoyED* 

1930 
DIVISION OF OCCUPATIONS IDEAL 

United States South 
scared cviiecuineeetatecnrecueT ee aes 23.9 45-8 20.6 
Transportation and Communication.............. 7-9 6.1 6.5 
Manufacturing and Mechanical.................. 28.9 19.6 29.6-30.1 

We acs Cee oaceens cpneiien ania 39-3 28.5 43-3 





* Columns 2 and 3 are computed from the 1930 Census; 4 from Loeb. The proportions 
are only roughly comparable, as Loeb employs a different occupational breakdown than 
that in the census. In computing the ideal proportion we have included unpaid farm 
workers, close to one-fifth of all farm workers in 1930. 


construction materials and furniture, public education; secondary 
areas include barbers and hairdressers, dentists and helpers, food 
and tobacco, electric light and power, paper printing and publish- 
ing, metals and metal products, chemicals and petroleum refining, 
recreation. The proportions presented in Table IV indicate 
roughly the type of change that must occur in occupational com- 
position in the South; the areas of expansion indicate more specifi- 
cally the required direction of change. 

The deviation of the Southern occupational pyramid from that 
for the nation as a whole and from that which would prevail under 
more ideal conditions is traceable in large part to the fact that the 
relatively high rate of natural increase in the Southern farm popu- 
lation, coupled with a consequent lack of educational facilities, 
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has continuously depressed inter-occupational mobility and 
prevented young ruralites from entering the more remunerative 
occupations in the same proportions in which they enter agri- 
culture and less remunerative occupations. This conclusion is 
corroborated both by the studies of farm tenancy and agriculture 
in the South® and by comparative wage rates in the South. In the 
1920's, according to Heer’s study, in relatively less well-paid 
occupations, remuneration in the South was about half to three- 
quarters of that received elsewhere; in the occupations wherein 
because of the greater skill required or because of the greater degree 
of unionization absolute remuneration was higher in all parts of 
the country, the Southern level ranged from three-fourths of the 
non-Southern level to equivalence with it. The writer has com- 
pared earnings in about 35 different occupations on the basis of 
figures available for one or more of the years 1929-35 and found 
Heer’s findings remain valid if some allowance is made for the 
effects of the codes, increased unionization, etc.1° What we are 
stressing, in sum, is not the self-evident fact that’ population 
growth has depressed and is depressing Southern wage levels, but 
that it is depressing Southern income levels by preventing the 
formation of that type of occupational pyramid which would 
result if the rate of natural increase were more nearly alike in all 
categories of the Southern population. 

If there were available in all parts of the South resources for 
technical and non-technical education comparable to those in the 
more advanced states, the ‘‘excess’’ potential labor supply of the 
rural areas could not only be drained off as it is being drained off in 
part, but it could be enabled to flow into those occupations where- 
in relative scarcity has prevailed in the South and/or elsewhere. 
As a consequence, the variations in comparative wage levels would 
be greatly reduced because of alterations in the supply-demand 


® See T. J. Woofter, Jr., Landlord and Tenant; J. D. Black and R. H. Allen, Quarterly Journal 
of Economics, LI, 1937, p. 425; P. G. Beck and M. C. Forster, Six Rural Problem Areas, Chap. 5. 
Within the South Palmer (op. cit.) found significant correlations between lowness of per 
capita income and the proportion of the population or gainfully employed who lived in 
rural areas, were engaged in extractive industries, or were Negro. 

10 All wage rates by region and occupation given in the Monthly Labor Review, XL, XLI, 
and in Bulletins 601, 604, and 616 of the Bureau of Labor Statistics have been contrasted; 
also remuneration of teachers as reported in Paul R. Mort, State Support for Public Education. 
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situation by subregion and occupation. Actually, however, as 
Odum shows, the South does not and presumably cannot at present 
provide the educational facilities necessary to effect such a gradual 
occupational redistribution of the population. Only a heavy 
federal subsidy, coupled with a fall in the rural natural increase, 
would make this possible. 

A heavy federal subsidy for education in the South would more 
than pay for itself for the following reasons. First, it would 
increase inter-class inter-occupational mobility.1! Second, it 
would place on the states which ‘“‘import’’ migrant Southern 
labor part of the cost of creating this labor. (The cost of pro- 
duction of an eighteen-year old child probably ranges between 
three and ten thousand dollars in the South.) Third, it would 
enable the Southern migrant to fit into the non-Southern economic 
structure. Fourth, it would yield a return on investment far in 
excess of the ‘‘normal.’’!” 


Vv 


We have indicated in the preceding section the causes of the 
relative lowness of Southern income levels, stressing in particular 
the great number engaged in agriculture and the lack of agricul- 
tural equipment. Tryon and Allin estimate that 340,000 to 
640,000 must abandon the Southern Appalachian Coal Plateaus; 
Vance estimates that, depending upon the foreign cotton market 
and the changes which may be effected in cotton production 
methods, between 2.5 and 7 millions must abandon dependence 
upon agriculture in the Old Cotton Belt if rural poverty is to be 
abolished.'* In short, from 3 to 8 millions must abandon de- 
pendence upon agriculture in the South. These figures are hardly 
too high. If the number of acres of crop land and plowable 
pasture per Southern agricultural worker were raised to the 1930 
national \evel, about 2.4 million workers (= about 6.9 million 
rural farm population) would have to abandon agriculture; if the 


11 On this see A. G. B. Fisher, International Labor Review, XXV, 1932. 
12 For proof of the last point see J. R. Walsh, Quarterly Journal of Economics, XLIX, 1935, 
pp- 268-85 ; also summaries of H. F. Clark's unpublished studies, New York Times, November 
15, 1931, October 23, 1932, July 14, 1937. 
13 These estimates appear in C. Goodrich, Migration and Economic Opportunity. 
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value of land per agricultural worker were raised to the national 
average, 2.8 million rural farm workers (= about 8.1 million 
rural farm population) would have to abandon farming. If the 
corresponding Southern averages were raised to the 1930 non- 
Southern level, 2.9 (= 8.4) and 3.2 (= 9.2) millions respectively 
would have to abandon agriculture in the South. If it may be 
assumed that the Southern rural non-farm population derives half 
its income from the Southern rural population then, since for each 
unit of rural farm population we find about one-half unit rural 
non-farm population, the above figures for rural emigration must 
be raised 20 or 25 per cent. In short, on the basis of the 1930 
census, somewhere between 7.4 and 10.5 millions of rural popula- 
tion must abandon direct and indirect dependence upon agriculture 
if the Southern rural farm per capita income level is to be raised 
to a level lying between the national and the non-Southern agti- 
cultural level as of 1930. On the basis of the 1935 census, these 
estimates must be raised about 4 per cent.'4 

Migration on such a scale would involve two problems, racial 
selection and the availability of between 2.75 and 3.9 millions of 
jobs not dependent upon agriculture. In 1930, 52.2 and 19.1 per 
cent respectively of the Southern Negro population lived on farms 
or inrural non-farm communities. Of the Southern rural farm pop- 
ulation, 33.4 per cent were Negro; of the rural non-farm, 25.8. 
Judging from recent trends,'® the Negro agriculturalist will be dis- 
lodged in a greater degree than the White. If such is the case, it 
is quite possible that the next 15 years may witness an exodus of 2-3 
million Southern Negroes, with a consequent intensification of the 
racial question outside the South and of the need to assimilate the 
Negro industrially (see A. M. Edwards’ study of the Negro’s 
employment status, Journal of the American Statistical Association, 
September, 1936). The alternative will be migration into South- 


14 Tt is obvious that the above method of estimating the amount of migration needed is 
open to various objections; that the optimum man-land ratio varies widely according to type 
of farming, topography, etc. (e.g., see F. F. Elliot, Types of Farming in the United States, Bureau 
of the Census, Washington, 1933). Presumably, however, a variant of this method that 
allowed for variations of the types of farming suitable to the South would give a fairly 
accurate measure. 

15 See Part II; also C. H. Hamilton's excellent study, Recent Changes in the Social and Eco- 
nomic Status of Farm Families in North Carolina, pp. 140, 175. 











146 JOSEPH J. SPENGLER 


ern cities. Ineither event Negro natural increase will be depressed 
below the replacement level. 

Presumably, judging from recent studies of the determinants of 
and the trends in industrial localization,'* the bulk of the non- 
agricultural jobs will have to be sought in areas already industrial- 
ized or adjoining industrialized areas. Under private capitalism 
or under a rational collective economy stressing economic values 
they can be developed outside such areas (i.e., in essentially rural 
areas peopled by a farm and rural non-farm population) only 
provided that the rural population will accept wages appreciably 
below those obtainable in nearby industrial areas. The very 
industries susceptible of dispersion into rural areas (i.e., industries 
with what Garver calls a low index of concentration, such as 
beverage production) are industries whose location is determined 
primarily by the location of the market, a market which a rural 
non-farm population not dependent upon agriculture and extractive 
industries is unable to provide. Creamer’s study reveals no 
tendency for manufactures to disperse, the proportion of all indus- 
trial wage jobs outside urban and industrial areas and industrial 
counties for the country as a whole having remained at about 27 
per cent since 1899. In the three Southern divisions the corre- 
sponding percentage has fallen from about 60 to about 58. More- 
over, although relatively five times as many wage jobs are in 
communities under 10,000 in the three Southern divisions as in 
the country as a whole, the percentage of wage jobs in such com- 
munities in these divisions has fallen from about 30 per cent in 
1919 to about 25 in 1933. In general, therefore, Creamer’s con- 
clusion that increases in industrial wage jobs will be confined to 
the present 200 industrial counties (one-eighth of which lie in 
the South) and about 50 additional counties now in process of 
industrialization appears to hold for the South as well as for the 
nation as a whole. 

To put the job discussion on an empirical basis, let us assume 
that between 1937 and 1950 a total of 625,000 rural farm inhabit- 


16 See especially E. M. Hoover, Location Theory and the Shoe and Leather Industries, and 
Review of Economic Statistics, XVII, 1936, pp. 162-171; Tracy Thompson, Location of Manu- 
factures, 1899-1929, Bureau of the Census, Washington, 1933; D. B. Creamer, Is Industry De- 
centralizing?; F. B. Garver, et al., The Location of Manufactures in the United States, 1899-1929. 
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ants abandon farming each year (the annual average in 1920-30 
was about 270,000) and that the remaining rural farm population 
increases 1.5 per cent per year through an excess of births over 
deaths. By 1950 the rural farm population will approximate 
6,250,000, in contrast with an approximate desirable maximum of 
about 5,000,000 and minimum of 3,000,000. Rural farm emigra- 
tion for 1937-50 will total 8,125,000. Let us add to this figure 
2,800,000 rural non-farm emigrants, on the assumption that half 
the rural non-farm population (2.9 millions) is not dependent 
upon agriculture and that 1,600,000 are required to service the 
remaining rural farm population. (In the absence of migration, 
the total would have approximated 7,300,000 by 1950.) If of 

















TABLE V 
DistrisuTion oF WaGE Joss 
WAGE JOBS* (IN THOUSANDS) | WAGE JOBS PER 1000 POPULATION** 
REGION Per cent 
1899 1919 1929 1900 1920 1930 Increase 
1900-1930 
J ere rn > 4,713 | 9,096 | 8,839 | 62.0 | 86.1 | 72.0 | 16.1 
a nee pee ere a 554 | 1,031 | 1,172 | 30.7 | 45-1 | 45-9 | 49-5 
Rest of United States............] 4,159 | 8,065 | 7,667 | 71.8 | 96.4 | 78.9 9.9 
South Atlantic, East South Cen- 
tral, and West South Central 
rer een teins ole alanis se 749 | 1,432 | 1,588 | 30.6 | 43.2 | 41.9 | 36.9 




















* From Thompson, op. cit., Appendix A. 
** Obtained by dividing population for 1900, etc., into wage jobs for 1899, etc. 


these approximately 11 million rural migrants, 5!” leave the South, 
and 6 move into urban communities (where population is growing 
very slowly through natural increase), Southern urban population 
(now 7.7 to 8.0 millions) will approximate 15 millions, or 58 
per cent of a Southern population numbering 26 millions, or 
slightly more than in 1930. The South will be approximately as 


17 Five million is a reasonable estimate of probable emigration from the South in 1937-50. 
In 1920-30, when the non-Southern population was increasing 14.4 millions, or 17.3 per 
cent, approximately three-tenths of this growth was due to immigration (i.e., 1,300,000 
Southern plus about 3,000,000 foreign). Even assuming a Southern immigration of 5 mil- 
lions, it is doubtful if non-Southern growth will exceed 14.5 millions, or 14.9 per cent, in 
1930-50. Southern immigration will increase the non-Southern population by approxi- 
mately the same percentage in 1930-50 as all immigration increased it in 1920-30. 
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urban as New Hampshire. Between 2,150,000 and 2,450,000 jobs 
will be necessary to employ this additional urban population; 
assuming no emigration from the South, an additional 1,800,000 
jobs will be necessary. Since at least two-fifths ought to be in 
manufacturing (Table IV), at least 860,000 manufacturing jobs 
will be needed, assuming 5 million emigration; 720,000 more, 
assuming no migration. 

Although the data on wage jobs in manufacturing presented in 
Table V indicate that the South has developed relatively more 
rapidly in manufacturing than the Southern divisions or the re- 
mainder of the United States, they suggest that the South can 
hardly provide 860,000 additional wage jobs by 1950, as our 
hypothesis above requires. Our hypothesis requires slightly over 
two million wage jobs (about 80 per 1000 inhabitants) by 1950, 
that is, increases of about 74 per cent in both the total number of 
jobs and the number per 1000 inhabits. In contrast we find for 
the expansive period 1899-1919 (when the Southern population 
increased 26.5 per cent) increases of but 86 (i.e., 477,000) and 47 
per cent in the absolute number of wage jobs and the number per 
1000 inhabitants. Moreover, since 1919 the rate of growth has 
fallen below the 1899-1919 level. It is highly probable, there- 
fore, that (assuming but 5,000,000 emigration from the South) the 
excess rural population will not be drained off in the degree sup- 
posed and that less than 4o per cent of the potential wage earners 
who abandon agriculture will find their way into Southern 
manufacturing. Even if 7,000,000 emigrated from the South, it 
would be necessary on our assumption to provide at least 575,000 
wage jobs in manufacturing, that is, more than four times the 
wage jobs added in 1919-29. 

Although the absolute number of wage jobs outside the South 
fell in 1919-29, absorption of five or even seven million Southern 
migrants should not prove difficult. Given five million Southern 
immigrants the non-Southern population will approximate 111-112 
millions in 1950. Therefore, on the basis of our earlier assump- 
tions and of the further assumption that none of these migrants 
enters agriculture, the 1929 number of wage jobs outside the South 
will have to be increased 2,160,000, or about 28 per cent; wage 
jobs per 1000, 11 per cent, i.e., to about 88. In 1899-1919 when 
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the non-Southern population was growing 43 per cent, the num- 
ber of wage jobs increased 94 per cent (i.e., 3,906,000) and the 
number per 1000, 39 per cent. In short, the absorption of 5-7 
million Southern migrants will require no greater elasticity in the 
non-Southern economy than was evidenced in 1899-1919. 

The rate at which the non-Southern economy will expand to 
absorb the Southern migrants will depend immediately upon the 
frequency of “‘prosperous’’ years and upon the capacity of the 
economy to resist discharging workers back onto the land;'* 
ultimately upon the extent to which the non-Southern economy is 
rendered rigid by price and wage control schemes. For if expan- 
sion is retarded by such controls (and the tapering off of expansion 
in 1919-29 must have been due in part to such controls), the 
potential Southern migrant will have the choice of remaining in 
the South or of entering the relatively elastic and therefore rela- 
tively overcrowded non-Southern employments. The future level 
of income in the South thus will be determined in a large degree 
by the extent to which price-control devices increase in number 
and effectiveness. 

Insofar as the ‘‘excess’’ Southern rural population is prevented 
from emigrating, it will have to emigrate by proxy in the form of 
Southern industrial exports to the non-. uth. And even if five 
million do emigrate, there will still be a great need for further 
migration by proxy in the form of exports. It is pertinent to 
inquire, therefore, what specific types of manufacturing ought to 


18In passing it may be remarked that the presence of a great rural ‘‘industrial reserve 
army,'’ whether the product of relatively high rural natural increase or of a depression- 
engendered back-to-the-land movement of labor of rural origin, intensifies the disequilibrat- 
ing tendencies associated with the recovery and prosperity phases of the business cycle. 
For the members of this industrial reserve army, lacking acceptable alternatives in agricul- 
ture, are prone to work for less than their ‘‘marginal productivity." Yet, insofar as they 
are paid less than their marginal productivity, the level of business profits or of the remunera- 
tion of certain factors used jointly with this labor will shoot above normai. Consequently 
there will be an increasing tendency on the part of entrepreneurs in general to demand more 
credit in the hope of obtaining larger individual shares of the abnormally high business 
profits; or there will be an abnormal expansion in the creation of those specific production 
goods whose market price has risen above their reproduction cost in virtue of their being 
used jointly with exploited labor; or there will be a combination of the two tendencies 
mentioned. But, given any of these tendencies, occupational disbalance and eventual unem- 
ployment will result. 
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be encouraged to develop and what types are developing in the 
South. Presumably manufactures requiring relatively large 
amounts of capital are not suited to the South for the level of 
interest rates is somewhat higher than elsewhere and local capital 
accumulation proceeds at a much slower pace than in the rest of 
the country. Furthermore, since (judging from Doane’s figures) 
the Southern worker is only 60-75 per cent as well equipped as the 
non-Southern worker, the total capital supply will have to be 
doubled to equip both the present non-agricultural working 
population and an additional 2,150,000 non-agricultural workers 
as fully per worker as the non-Southern non-agricultural worker 
is equipped today; a 40 per cent increase is necessary to accommo- 
date an additional 2,150,000 non-agricultural workers at the 
present low per worker level. 

The extent to which the South will expand industrially will 
depend largely upon the extent to which it is recognized that the 
South is and for several decades will remain relatively Jong on 
labor, particularly on relatively less skillful types of labor. In 
the South, therefore, since the Southern taste and income patterns 
do not supply a counterbalancing relatively Jong local demand for 
labor, or for less skilled labor, the price obtainable for the avail- 
able types of labor is low in comparison with the price obtainable 
for similar kinds of labor outside the South and in comparison 
with the prices obtainable in the South for other factors of pro- 
duction, human and non-human. Hence, with certain qualifica- 
tions to be noted, the South has a differential advantage in those 
industries in which, regardless of possible variation in the coefh- 
cient of production, relatively large amounts of the South’s rela- 
tively cheap kinds of labor and relatively small amounts of the 
South's relatively expensive production factors are required. The 
qualifications are reducible to three: (a) the industry must not be 
market-oriented, susceptible of pursuit only adjacent to consumer 
markets, for it is essentially through agriculture and manufactur- 
ing and catering to tourists that such consumer markets can be 
created; (b) the savings realizable on lower-price labor must not 
be completely counterbalanced by higher transportation costs due 
to unfavorable location or transfer relations; (c) the industry must 
not be of the type (e.g., mineral extraction) that can be pursued 
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only in the presence of immobile or comparatively immobile 
natural resources. It follows that socalled ‘‘artificial’’ devices 
(unions, codes, etc..) to elevate the price of the relatively abundant 
types of Southern labor to parity with the price of labor elsewhere 
are bound either to fail, or to intensify overpopulation in agri- 
cultural districts and unemployment in urban districts. (We here 
assume that Southern labor is exploited in no greater degree than 
elsewhere; an assumption wholly or largely valid judging from 
business “‘profits’’ by industry and region.) The price of Southern 
labor can be elevated only through better training and manage- 
ment and a consequent improvement in personal efficiency, and 
through an augmentation of the supply of equipment per worker. 

The industry-locating influence of relatively cheap labor is 
apparent in both the composition of, and growth trends in, 
Southern manafacturing. Data for 32 broad industrial groups 
containing 63.5 and 74.4 per cent respectively of all wage jobs in 
the United States and the three Southern divisions indicate that 
in 1929 industries with a ratio of wages to value added by 
manufacture in excess of 0.40 contained 72.1 per cent of all wage 
jobs in the Southern divisions; the corresponding percentages for 
the United States and the non-Southern divisions were 52.4 and 
46.6. In other words within the three Southern divisions were 
found 18 per cent of all wage jobs and 30 per cent of all wage jobs 
in industries with a ratio in excess of 40. Only two (clothing 
and cigars and cigarettes with 98,000 wage jobs) of the seven 
industries with 40,000 or more wage jobs in the three Southern 
divisions in 1929 had a ratio of wages to value added below 0.45; 
the other five (knit and cotton goods; iron and steel; car and 
general construction, repairs, etc.; lumber and timber) included 
44.5 per cent of all wage jobs in the Southern divisions, but only 
19.8 per cent of those in the rest of the United States. Separate 
analysis of 4,796,000 wage jobs (753,000 of which were in the 
Southern divisions) reveals that 55.9 per cent of all wage jobs and 
83.2 per cent of the wage jobs in the Southern divisions were in 
industries with ratios of 0.418 or better; that the six groups rank- 
ing highest in ratio of wages to value added included 4 and 6 
respectively of the 6 and 9 relatively most important Southern 
industries. Analysis of 24 industries which in 1933 contained 42 
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and 45 per cent respectively of all wage jobs and of all wage jobs 
in the Southern divisions reveals that 62 per cent of all the wage 
jobs and go per cent of the Southern wage jobs were in industries 
with a ratio (in 1929) of wages to value added in excess of 0.40. 
Accordingly, if the ratio of wages to value added (0.365 for all 
manufacturing industries in 1929) may be taken as a rough index 
of the relative importance of labor in an industry, it is evident 
that the Southern divisions contain relatively more of the wage 
jobs in industries with high ratios than does the rest of the coun- 
try. And what is characteristic of the Southern divisions is 
largely characteristic of the South.'® 

Relative growth trends in 1919-29 and 1929-33 likewise reflect 
the pull of cheap labor. Data for the 32 broad industrial groups 
referred to above indicate that in 1919-29 in industries with a ratio 
of over 0.40 the percentage increase in wage jobs was only —13.4 
and o.9 in the United States and the Southern divisions respec- 
tively; the corresponding percentages for industries with ratios 
under 0.40 were 14.9 and 51.1. Moreover, even in the Southern 
divisions only 6.2 per cent of the jobs added in 1919-29 were in 
industries with a ratio of over 0.40. If, however, we eliminate 
the industries which contracted in 1919-29 and include only those 
which expanded in the South, the percentage increase in wage 
jobs in industries with a ratio in excess of 0.40 becomes 4.9 for 
the United States, 48.1 for the Southern divisions; the correspond- 
ing percentages for industries with ratio under 0.40 become 16.2 
and 44.1. Whereas in the South 55 per cent of wage jobs added 
in the growing industries in 1919-29 were in industries with ratios 
in excess of 0.40, in the United States as a whole only 19 per cent 
were in this category. Within the 24 industries referred to above 
the comparative percentage declines in wage jobs in the United 
States and the South in 1929-33 were respectively as follows: all 
industries, —27.2 and —5.0; industries with ratios under 0.40, 
—37.9 and —27.2; within industries with ratios in excess of 0.40, 
—18.8 and —1.6. In short the South experienced a lesser decline 
than the United States, particularly in industries with a ratio in 
excess of 0.40. 


19 The above rates were based upon data in Thompson, op. cét., pp. 18-28, 62; Creamer, 
op. cit., pp. 81 ff.; ratios of wages to value added computed for 1929 from Census of Manufactures. 
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The preceding materials suggest that the South, insofar as it 
expands industrially, will expand primarily in employments in 
which labor is relatively important. But will there be a sufficient 
expansion of demand to supply 860,000 such jobs in the South? To 
this question the Goodrich study offers an unconvincing negative 
answer; Loeb and his associates, an estimate of nearly 1.5 million 
new jobs needed in textiles, leather, construction materials, and 
furniture production. In theory, assuming sufficient mobility of 
labor, it is possible for occupations and employments in the United 
States to be balanced in such a way as will permit the creation of a 
sufficient number of wage jobs within and outside the South to 
relieve Southern rural overpopulation and poverty. Whether 
this balance will be achieved, however, will depend upon whether 
unequal provision for education, union restrictions on employ- 
ment within many specific occupations, and monopolistic and 
quasi-monopolistic price-fixing and production-curtailing arrange- 
ments are permitted to rigidify the American economy. 
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If a dot were to be placed on a blank map of the United States 
for every thousand dollars’ worth of farm supplies purchased 
cooperatively by farmers, the South would: show up as a desert, 
with a number of oases. There is no general region in the United 
States where a smaller percentage of farmers engage in cooperative 
purchasing. However, there is good reason to believe that ten 
years from now a map of the sort described would show that this 
desert had become quite fertile, for within recent years there has 
been a considerable development of cooperative purchasing in the 
South. This has been especially the case in North Carolina, Vir- 
ginia, Georgia, Florida, Alabama, and Mississippi. While less 
progress in this direction has been made in South Carolina, Louisi- 
ana, Arkansas, Tennessee, and Kentucky, there are also develop- 
ments in these states that foretell a considerable expansion in this 
type of activity. 


I 


In order to understand the development of cooperative purchas- 
ing by farmers in the South, it is necessary first to realize that the 
South is a region® where agricu!tural conditions differ considerably 
from agricultural conditions in other parts of the United States. 
For that reason, attention is called in this paper to a few out- 
standing characteristics of Southern agriculture which either 


1 Address delivered at the Annual Meeting of the American Farm Economic Association, 
December 29, 1936. 

2 In this paper the term ‘‘South’’ refers to the states of Virginia, North Carolina, South 
Carolina, Georgia, Florida, Alabama, Mississippi, Louisiana, Arkansas, Tennessee, and 
Kentucky. 


154 








COOPERATIVE PURCHASING OF FARM SUPPLIES 155 


directly or indirectly influence the development of cooperative 
associations and particularly cooperative purchasing associations.* 

1. The agriculture of the South is characterized by the large 
number of small farm operators. Of the 6,812,350 farm operators 
in the United States, according to the 1935 Agricultural Census, 
2,547,952, Of 37.4 per cent, were located in the eleven Southern 
states. However, the average size of a farm in the South was only 
seventy-four acres, while in the other states it was 203 acres.‘ 

2. The agriculture of the South is characterized by an average 
small cash farm income. The average cash income per farm in the 
eleven Southern states in 1935 amounted to $462, while the average 
cash farm income for the other thirty-seven states amounted to 
$1,189. The total cash income of farmers in the Southern states 
represented only 18.8 per cent of the total cash farm income for 
the nation. 

3. The agriculture of the South is characterized by a small 
average investment in land, buildings, livestock, and equipment. 
According to the Census, the total value of farm land, farm build- 
ings, livestock, and farm implements in the eleven Southern 
states amounted to $7,923,020,890, as compared with a total value 
in the other thirty-seven states of $49,322,523,379. In other 
words, the eleven Southern states represented only 13.8 per cent 
of the total value of farm land, farm buildings, livestock, and farm 
implements in the United States. The average value per farm of 
farm land, farm buildings, livestock, and farm implements for the 
eleven Southern states was $3,317, while the average value per farm 
for the other thirty-seven states was $12,647. The value of land 
and buildings per farm was $2,818 in the Southern states and 
$10,551 in the non-Southern states. The average value per farm 
of livestock in the Southern states was $343, as compared with 
$1,345 in the non-Southern states. The average value per farm of 
implements in the Southern states was $156, as compared with 
$751 in the non-Southern states. These figures all indicate that 

3 For an admirable brief description of underlying economic and social characteristics ot 
Southern agriculture, see G. W. Forster, ‘‘Progress and Problems in Agricultural Planning 
in the Southern States,"’ Journal of Farm Economics, February, 1936. 

‘ The size of the average farm, according to the Census, does not give an accurate picture 


of the situation, since 621,000 share-cropper farms, which averaged only 37.5 acres, were 
included. If share-cropper farms were omitted, the average would be 85.7 acres. 
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the average farm in the South represents a much smaller business 
investment than the average farm in the rest of the United States. 

4. The agriculture of the South is characterized by the produc- 
tion of specialty cash crops. Throughout most of the area, cotton 
still occupies the dominant réle in the farm economy. Further- 
more, tobacco, fruit, and truck crops are also largely produced on a 
specialty cash crop basis. While there are a number of areas where 
diversified farming is practiced, such areas are more the exception 
than the rule. 

5. The agriculture of the South is characterized by a small 
average production of livestock and livestock products. In 1935 
only 24.8 per cent of the average farm cash income in the eleven 
Southern states was derived from livestock, while 69.1 per cent 
of the average cash income of farmers in the rest of the United 
States was derived from this source. 

6. The agriculture of the South is characterized by a large 
amount of worn-out and eroded land. The emphasis given to the 
production of cash crops with the absence of livestock products 
has been largely responsible for this condition. 

7. The agriculture of the South is characterized by a high pro- 
portion of tenant farmers. According to the 1935 Agricultural 
Census, 53.9 per cent of the farmers in the eleven Southern states 
were tenant farmers, as compared with 35 per cent of the farmers 
in the other thirty-seven states. Furthermore, 45.3 per cent of the 
tenant farmers in the South were cropper tenants, or tenants own- 
ing little, if any, equipment for farming, while in the rest of the 
United States, only 6.4 per cent of the tenants were cropper tenants 
and many of these were located in Texas and Oklahoma. 

8. The agriculture of the South is characterized by a large 
number of Negro farm operators. Of the farm operators in the 
South 28.2 per cent were Negroes, while Negroes represented only 
3.2 per cent of the farm operators in the other thirty-seven states. 

9. The agriculture of the South is characterized by a high rural 
illiteracy rate. According to the 1930 Census, 15.1 per cent of the 
rural population in the eleven Southern states over twenty-one 
years of age was illiterate; whereas, only 4 per cent of the rural 
population in the other thirty-seven states was illiterate. Of the 
total illiterate rural population in the United States over twenty- 
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one years of age, 61.8 per cent was located in the eleven Southern 
states. The high Southern rural illiteracy rate is partly accounted 
for by the high percentage of illiteracy among Negroes, which was 
31.8 per cent as compared with 8 per cent for the White rural 
population. 

10. The agriculture of the South is characterized by a merchant 
and landlord system of financing crop production which not only 
burdens the farmers’ cost of production, but also keeps many 
farmers in a state of dependence. 

Most of the characteristics of Southern agriculture which have 
been enumerated, such as the large number of small farmers, the 
average small income, and small investment per farm, the division 
of the rural population into two races, the high illiteracy rate, and 
the prevailing merchant credit system, indicate that there are 
more difficulties in developing cooperative purchasing in the South 
than in other parts of the United States. 


II 


With this background of factors which condition the develop- 
ment of cooperative purchasing in the South, let us consider the 
nature of the Southern farmers’ expenditures for crop production 
as a basis for considering the possibilities in cooperative purchas- 
ing. In general, the heaviest single supply expenditure is for 
fertilizer, since the production of cotton, tobacco, and truck 
crops requires the use of fertilizer in considerable quantities. The 
value of fertilizer consumed in these eleven Southern states in 1929 
amounting to $161,163,239, represented approximately 60 per cent 
of the total value of fertilizer used in the United States. While 
59 per cent of the farmers in the South purchased fertilizer with an 
average value per farm of $114, only 23.4 per cent of the farmers 
in the rest of the United States purchased fertilizer with a value 
per farm of $120. Furthermore, a much larger percentage of the 
farmers in certain Southern states used fertilizer and spent a con- 
siderably larger amount per farm. The four states of North 
Carolina, South Carolina, Georgia, and Alabama, for example, 
accounted for 39.2 per cent of the total fertilizer consumed in the 
United States. In these states the average value of fertilizer used 
per reporting farm amounted to $133, while 84.1 per cent of all the 
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farms used fertilizer. These figures would tend to indicate that 
the South affords an especially favorable field for the cooperative 
purchasing of fertilizer. 

There is a much different situation when we turn to the purchase 
of feed, since livestock production is relatively low in the South. 
The total value of feed purchased by farmers in the Southern states 
amounting to $107,104,005, represented only 11.7 per cent of the 
total expenditures for feed in the United States. Whereas in the 
Southern states only 38.7 per cent of the farms reported the pur- 
chase of feed, in the remaining thirty-seven states 61 per cent of 
the farms reported the purchase of feed. Furthermore, while the 
average annual value of feed purchased per reporting farm in the 
Southern states was $119, in the other thirty-seven states the an- 
nual purchase per reporting farm amounted to $341, or three 
times as much. 

During the past fifteen years farmers in the Central West have 
purchased large quantities of petroleum products for use in tractors, 
trucks, and automobiles. In the South, however, there is practi- 
cally no cooperative purchasing of this product. The reason for 
the lack of cooperative purchasing of petroleum products in the 
South is clearly understandable when we compare the number 
of trucks, tractors, and automobiles in the eleven Southern states 
with the number in the other thirty-seven states. While only 
5-5 per cent in the eleven Southern states operate motor trucks, 
18.3 per cent of the farms in the other thirty-seven states operate 
trucks. While only 2.7 per cent of the farmers in the eleven 
Southern states operated tractors in 1930, 20.2 per cent of the 
farmers in the other thirty-seven states operated tractors. While 
only 33.5 per cent of the farms in the South had automobiles, 73.1 
per cent of the farms in the other states had automobiles. 

It is of further interest that only 17.4 per cent of the farmers in 
the eleven Southern states reported the purchase of farm machinery 
in 1929, while 34.2 per cent purchased farm machinery in the re- 
maining thirty-seven states. The average Southern farm pur- 
chased during that year farm machinery valued at $152, while in 
the other thirty-seven states the average amount purchased 
was $471. 

The above comparisons show that the opportunity for the 
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cooperative purchase of feed, petroleum products, implements, 
and machinery in the South is less than in other parts of the 
United States, since a smaller percentage of the farmers in the 
Southern states purchase such supplies and since the average 
amount purchased by those who do purchase supplies is consider- 
ably less than in the other thirty-seven states. With the increasing 
diversification of Southern agriculture which has been the tendency 
in recent years, farmers’ expenditures for such, and other, sup- 
plies will no doubt tend to expand. 


Ill 


In order to forecast the development of cooperative purchasing 
in the South, it is necessary to consider the factors that tend to 
retard and the factors that tend to favor such development. In 
order to make the discussion of these factors as practical as possible, 
the writer corresponded with a number of agricultural leaders in 
the South who are friendly to the development of cooperative 
purchasing and who are directly confronted with these factors. 
The question was asked: ‘‘What factors, either economic or social, 
tend to favor or tend to retard the development of cooperative pur- 
chasing in your area?’’ The following list of such factors is based 
on replies to this letter. While some of the factors enumerated 
apply with particular force to certain areas, they are all generally 
applicable. Furthermore, some of these factors are of much 
greater importance than others. No effort is made to list these 
factors according to their importance, for it would be difficult in- 
deed for one to rank them on any logical basis. We are here 
concerned primarily with the general situation that these fac- 
tors portray. Among the factors given that retard the develop- 
ment of cooperative purchasing in the South were these: 

1. Low educational standards of the rural population. 

2. Shortage of men with training and experience for managing 
cooperatives. 

3. Shortage of well-informed agricultural leaders. 

4. Weakness of many existing cooperative associations in organi- 
zation structure and in operating methods. 

5. Inadequate capital and financial program of many existing 
associations. 
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6. Slowness of farmers in freeing themselves from traditions, 
habits, and customs. 

7. Suspicious attitude of many farmers due to past cooperative 
failures. 

8. Domination of tenants by landlord and other interests who 
feel that they have a ‘“‘vested right’’ to control operations of 
“their tenants.”’ 

9. Stiff competition offered by local dealers who will go to any 
lengths to keep cooperatives from getting a foothold. 

10. Influence of credit merchants, fertilizer salesmen, cotton 
buyers, and allied ‘‘servants’’ of the farmer, and their kin folk, 
which is directed against any change which might injure their 
economic and social position. 

11. Monopolistic position of certain corporations in the han- 
dling of certain farm supplies restricts source of supplies to co- 
operatives. 

12. Inability of many farmers to borrow money so that they can 
pay cash for supplies. 

13. The prevalence of cash crop production and consequent lack 
of diversified farming makes it difficult to handle farm supplies 
on a year around basis. 

14. Low incomes per farmer force cooperatives to render a great 
amount of service in making a large number of small sales with a 
resulting increase in costs and a decrease in savings. 

15. Lack of enforcement of laws designed to protect farmers 
against fraudulent goods makes it difficult to establish a quality 
program. 

16. Cautiousness of state agricultural agencies in giving support 
to a cooperative program. 

17. Difficulties involved in keeping relatives of manager off 
boards of directors, etc., due to strong family relationships in 
South. 

18. Division of population into two races involves a special 
problem of member relationship. 

19. Ability of cooperatives to reduce margins on supplies has 
tended to weaken the demand for cooperatives. 

20. Shiftlessness and do-it-alone spirit of many farmers due to 
environment, conditions of crop production, etc. 
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21. Absence of cooperative marketing agencies which causes 
farmer to buy supplies from dealers who market his products. 

22. Speculative attitude of many farmers who always believe 
that cotton prices will be better next year, so why worry about a 
small gain from more efficient buying. 

Among the given factors that favor the development of co- 
operative purchasing in the South were these: 

1. The rural population is making general educational progress. 

2. Agricultural colleges and other state agricultural agencies are 
gaining a better understanding and appreciation of cooperation. 

3. Active encouragement of federal governmental agencies, such 
as F.C. A. and U.S. D. A., is causing local leaders to take a more 
sympathetic interest in cooperation. 

4. Wide margins and high merchant credit terms on farm 
supplies offer a constant inducement to cooperative action. 

5. Public spirited people are coming to realize that cooperation 
is a way of solving many of the South’s economic and social 
problems. 

6. An increasing number of college and vocational high school 
students are being indoctrinated with the philosophy of co- 
operation. 

7. The continuous progress of existing cooperatives in methods 
of organization and operating efficiency is providing patterns for 
sound expansion. 

8. The development of cooperative production credit agencies is 
loosening the grip of the credit merchant by providing farmers 
with an economical means of borrowing funds for buying supplies. 

9. The success of cooperative purchasing in other parts of the 
United States encourages the development of such activity in the 
South. 

10. The improvement of marketing cooperatives removes a 
general criticism that farmers cannot cooperate. 

11. The wide publicity that cooperation is getting is encourag- 
ing more study and understanding of its possibilities and 
limitations. 

12. The A.A.A. and Soil Conservation programs, etc., have given 
farmers training in working together that will benefit other types 
of cooperative effort. 
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13. The banks for cooperatives are providing a source of operat- 
ing capital at reasonable rates of interest, and technical assistance 
in connection with their lending services. 

14. The sociability of Southern farmers makes them enjoy 
group action. 

15. The increasing number of successful purchasing associations 
is demonstrating the possibilities of saving, improvement of 
quality and better service through cooperative action. 

16. The progress that has been made in coordinating programs 
of cooperative marketing, purchasing, and credit. 

17. County agents and vocational teachers are becoming better 
qualified to assist farmers in cooperative action in an advisory way. 

18. General farm organizations are giving encouragement to 
cooperative action of all types. 

19. Experiment station and other agricultural college workers 
are encouraging the use of higher quality supplies adapted to 
farm needs, etc. 

20. An increasing number of cooperatives are being set up to 
meet the particular needs of Southern farmers rather than on 
patterns which are designed to work in other areas under other 
conditions. 

21. The probability that a federal tenancy program which will 
increase independence of farm population will be developed. 

This enumeration of factors that tend to retard or favor the 
development of cooperative purchasing in the South raises the 
question as to whether the favorable factors can overcome the 
retarding factors. In the writer's judgment there is no question 
of the final outcome, for many of the favorable factors are rooted 
so deep that they cannot fail to grow in significance, and as they 
grow in significance the retarding factors will lose their present 
importance. The rapidity of this development will, however, 
depend on the ability of Southern agricultural leaders to work out 
satisfactory programs for the development of cooperative purchas- 
ing and marketing that will take advantage of the favorable 
factors and overcome the retarding factors. In other words, if 
the favorable factors are harnessed to a workable program they 
will undoubtedly achieve mastery over the retarding factors. 
North Carolina, Alabama, and a number of other Southern states 
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have already made progress in this direction, and there is good 
reason to believe that other Southern states will follow their lead 
as the benefits from these programs become better understood. 


IV 


There are several reasons why the cooperative purchasing of farm 
supplies should be encouraged in the Southern states. In the first 
place, cooperative purchasing can enable farmers to buy collectively 
in large quantities on a cost, or nonprofit basis, and greatly reduce 
their expenses for basic supplies needed in production and market- 
ing crops. Since the South is an area where farm incomes are on 
the average low, every dollar that can be saved on supplies repre- 
sents a considerable addition to the farmer’s cash income. In the 
second place, cooperative purchasing of farm supplies on a cash 
basis coordinated with a system of cooperative production credit, 
can enable farmers to reduce greatly their production costs by 
eliminating much of the heavy burden of credit which is now 
largely included in the prices paid for supplies. In the third place, 
cooperative purchasing can play a very important réle in improving 
the quality of farm supplies used by farmers, and in providing 
needed education on the proper use of supplies adapted to particular 
needs. By using a higher quality of supplies properly adapted to 
the needs of farmers, a great improvement can be made in the 
quality and quantity of farm products raised by farmers and thus 
help materially in increasing the average farmer's low cash income. 
Furthermore, the activities of purchasing associations furnish 
competition to private concerns and tend to improve general 
merchandising efficiency which benefits farmers in general. 

In addition to these direct economic benefits, a considerable 
development of cooperative purchasing would greatly benefit 
farmers in other directions. When farmers learn that they can 
improve their economic conditions by cooperative action in pur- 
chasing farm supplies, it will encourage them to attack other 
economic problems by cooperative action. The idea of coopera- 
tion is in reality simply a manifestation of the spirit of democracy 
at work among a group of people. Cooperation implies a de- 
termination or will on the part of a group of people to improve 
their economic and social condition through joint effort and it is 
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thus simply a democratic method for getting results. Ifa group of 
farmers can get results by developing cooperative purchasing 
institutions, they will not be content until they have solved 
cooperatively their other problems such as marketing and credit. 

The problems of the Southern farmer are bewildering and must 
be approached from many angles. It would be absurd to believe 
that cooperative purchasing could do more than help to start a 
process for the solution of these problems. That, however, may 
be of great significance. When farmers find that they can work 
together and accomplish results for a given end, it tends to encour- 
age them to go on to other ends, and in this way to recreate the 
whole nature of rural society. No place affords a better illustra- 
tion of this truth than Denmark, which has practically freed itself 
from tenancy and other social and economic ailments by coopera- 
tive action of all types. In Denmark the whole nation is domi- 
nated by cooperative action which not only manifests itself in all 
types of cooperative organizations but in its educational and 
political institutions as well. While it would be absurd to claim 
that cooperative associations could remedy all ills of Southern 
farmers, it is not absurd to point out that cooperatives can play 
an important rdle in promoting a democratic process of social and 
economic development that can eventually do much to raise their 
level of economic, social, and cultural prosperity. 














A SKETCH OF VIRGINIA BANKING HISTORY 
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The history of state banking in Virginia from 1800 to 1865 is 
typical of the course of events in the South during this early period 
of banking developments. In the Southern states the general 
tendency was to limit severely the number of incorporated banks, 
to require them to have a heavy capitalization, and to permit them 
to establish branches in various sections of the state. The func- 
tioning of these systems of state banking varied from state to state 
not because of differences in the type of banking in operation, but 
because of the differences in the general level of politics and in the 
extent to which political influences were allowed to interfere with 
the activities of the banks. Branch banking under special charter 
regulations prospered in many sections of the South at the same 
time that Northern and Western states were being visited with all 
the evils of wild-cat banking under the free or independent banking 
laws. Free banking did not spread widely throughout the South 
after 1838 as it did in the Northern and Western states. It was not 
until after 1850, and especially after the organization of the na- 
tional banking system in 1863, that the Southern states adopted the 
system of independent or unit banking. 


I 


The organization of the first branch bank of Virginia in 1804 
the Bank of Virginia with a capital of $1,500,000 marked the be- 
ginning of a long period of successful banking in that state.2 From 
1804 to 1860 neither bank noteholders nor bank depositors suffered 


1 For information used in this article, the writer is indebted to the Virginia Institute for 
Research in the Social Sciences, as much of the information was gathered while the writer 
was preparing a study of ‘‘Supervision and Control of Virginia State Banks’’ which has 
been published by the Institute. 

2 Code of Virginia, 1818, Ch. 193, Sec. 16. 
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any losses from the failure of a Virginia banking institution. The 
state banking system of Virginia was patterned after the large 
European banks of the eighteenth century, many of which had 
numerous branches. The very successful Scottish branch banking 
system of the time seems to have served as a model for the organi- 
zers of the early Virginian state banks.* Banks with headquarters 
in Richmond and other large urban centers organized branches 
throughout the Tidewater, Piedmont, Blue Ridge, and Shenandoah 
sections of the state. In 1812 and again in 1817 additional large 
branch banks were organized, and by 1850 there were six large 
branch banks with numerous branches serving all parts of the 
state.‘ 

The growth of state banking in Virginia, as in some of the other 
Southern states, was sound and conservative. Unlike the North- 
ern states, Virginia did not adopt the free banking system after 
its adoption in New York in 1838, but delayed action until as 
late as 1851. From 1804 to 1850 the state enjoyed the advantages 
of large scale branch banking and was free from all the evils that 
came in other states with the early adoption of free banking. 
During the years 1804 to 1850, the state attempted to regulate 
banking through the inclusion of various requirements in the 
charters of the banks. Thus the charter of the Bank of Virginia 
gave the state legislature the right to inspect the bank at its dis- 
cretion, required the bank to furnish an annual statement to the 
legislature, required the directors to keep a written record of 
their proceedings which was to be available for inspection by 
the stockholders and to bring before the annual meeting of the 
stockholders a statement of the debts which had remained un- 
paid for a period three times the original term of the credit. The 
charters of the other five large branch banks organized in the 
years 1804 to 1850 included similar provisions, and from time 
to time all charters were amended to give further protection to 
the public interests. Further control over the state banks was 
obtained through the ownership of bank stock by the state gov- 

3G. T. Starnes, ‘Sixty Years of Branch Banking in Virginia,’’ The Journal of Political 
Economy, August, 1928, Vol. 36, p. 480. 

* Other early branch banks organized were: the Farmers’ Bank, 1812, (capital, $2,000,000); 


the Northwestern Bank, 1817, (capital, $400,000-$600,000); and the Bank of the Valley, 
1817, (capital, $400,000-$600,000)). 
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ernment which permitted it to have some voice in the selection 
of bank directors and in the determination of bank policies.§ 

As is indicated by their profit records, state banks prospered in 
Virginia in the first half of the nineteenth century. Additions 
were made to the capital stock of the banks from time to time, 
and new branches were opened up in the western counties of the 
state. There were some complaints, however, that the branch 
banks had too much of a monopoly of the banking business. 
Business interests claimed that the established banks prevented 
them from getting additional banks organized by offering large 
blocks of stock to the state government. The General Assembly 
of Virginia appears to have been satisfied with the operations of 
the limited number of branch banks, for the number of banks was 
kept at a low figure in spite of the protests of many business in- 
terests, especialy those of the western counties of the state. The 
only occasions on which the General Assembly seems to have felt 
it necessary to interfere with the activities of the banks were when 
emergencies of considerable importance arose. For example, a 
bank committee was appointed by the state legislature in 1814 to 
inquire into the suspension of specie payments by the state banks 
during the war with England.* Again, in 1817 a bank committee 
was sent to Lynchburg to inquire into the complaints of various 
citizens to the effect that the Farmers’ Bank of Lynchburg was 
unfairly discriminating between borrowers.’ The panic of 1837 
brought further investigations into the activities of the banks, 
but as in the previous cases the operations of the banks were held 
to be quite satisfactory. In 1837 when many banks were failing 
in the neighboring state of Maryland where free banking existed, 
the Virginia banks were able to withstand the effects of panic and 
depression without any failures or losses to the public.® 


II 


The first serious weakening of the branch banking system of 
Virginia came in the year 1851 when the Virginia legislature 


5 For example, in the case of the Bank of Virginia the state government owned one-third 
of the $1,500,000 of capital stock. 

6 Journal of the House of Delegates, 1814-1815, p. 78. 

7 Ibid., 1818-1819, pp. 152-153. 

8G. T. Starnes, op. cét., p. 480. 
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adopted a system of free banking similar to the independent bank- 
ing systems of the Northern and Western states. The important 
features of this new banking system were the lower capital stock 
requirements for banks and the issuance of bank notes on the 
security of government bonds.* After the enactment of this free 
banking law, many unit banks were organized. In the four-year 
period, 1851 to 1855, thirty-five unit banks were chartered, and 
so strong was the public in favor of unit banking that in 1854 
a bank committee was appointed to consider the question of 
abolishing the old system of branch banking. The majority of 
the committee, however, favored the retention of branch banking 
alongside of the new unit banking.'° 

From 1851 to 1860 the state witnessed a rapid development of 
its banking system. Prior to the year 1850 expansion had come 
through the organization of additional branches of the old mother 
branch banks, but after that year new banks took the place of 
additional bank branches. Between the years 1850 and 1860 the 
number of banks and bank branches almost doubled, having in- 
creased from 35 to 65. In this ten-year period bank capital in- 
creased from $9,731,370 to $15,003,156 in contrast with the slow, 
conservative increase of only $3,000,000 for the fifteen-year period, 
1835 to 1850. The basis for a period of over-expansion was thus 
being laid when the Civil War intervened to bring an end to the 
first period of state banking in Virginia, a period which is notable 
for its freedom from banking difficulties of a serious nature. 
Failures were few in number and losses to the public unknown. 

During this pre-Civil War period, state banking in Virginia had 
followed lines that were similar to those found in most of the 
other Southern states. The Southern states as a group established 
their banking systems after 1790 by chartering banks, many of 
which had the branch banking privilege. Prior to 1860 North 
and South Carolina enjoyed fairly sound state banking systems 
which were regulated through charter provisions." Periodic 
statements of condition were called for by the state treasurer, and 
special committees of the legislature were appointed at intervals, 

® Acts of the General Assembly of Virginia, 1851, Ch. 58, p. 43. 


10 Journal of the House of Delegates, 1853-54, Doc. 35, p. 6. 
11 J. J. Knox, A History of Banking in the United States, 1903, Pp. 550. 














——aE 








A SKETCH OF VIRGINIA BANKING HISTORY 169 


as in Virginia, to examine the banks whenever state emergencies 
seemed to call for investigation of the banks’ activities. In this 
period Georgia had a solvent banking system in operation in the 
region around Savannah, but weak banks made their appearance in 
the middle and upper regions of the state. Prior to 1832 bank returns 
were called for periodically only from those banks whose stocks 
were partly held by the state. In 1839 the Georgia free banking 
law was enacted with provisions similar to those of the New York 
free banking act. At this time an official system of bank super- 
vision was organized under the control of bank commissioners 
whose duty was to enforce the requirements of the new bank law." 
In Florida and Alabama where banking was slow to develop, the 
banks submitted reports intermittently to the state legislatures, but 
little official supervision except that of special bank committees 
was ever carried out." 

In the pre-Civil War era state banking flourished in Louisiana 
where the banking act of 1842 indicates the high level to which 
banking had advanced in that state.1* The banking laws incor- 
porated sound provisions with respect to specie reserves, loans, 
bank notes, and the issuance of capital stock. When the banking 
law of 1842 was enacted special attention was paid to the problem 
of bank regulation. The supervision and control of banks was 
placed under the direction of the Board of Currency which made 
quarterly examinations of all banks and called for weekly state- 
ments. These weekly statements were more comprehensive than 
most of the statements called for by other Southern state legis- 
latures, for they separated loans over and under ninety days’ dura- 
tion and also listed suspended debts, protected paper, and assets not 
realizable in ninety days.'* By 1860 Louisiana had developed one 
of the most solvent state banking systems in the entire country, 
and up to that date the banks had successfully met all their obliga- 
tions to the public.17 


12 Bankers’ Magazine, Nov. 1858, p. 358. 

13 Niles Register, Vol. LV, 1838-39, p. 325- 
4 Ibid., p. 586. 

18H. White, Money and Banking, 1904, p. 367. 
16 Bankers’ Magazine, April, 1861, p. 822. 
17 Ibid. 
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State banking was not so prosperous in the states of Tennessee, 
Kentucky, and Mississippi. Like Virginia, these states estab- 
lished banks whose stock was partly owned by the government 
and whose directors were in part appointed by the government, 
but the banks fell into the hands of unscrupulous politicians who 
succeeded in flooding the states with depreciated bank notes and 
in using the banks to further their political aims. A Tennessee 
bank committee appointed in 1851 recommended the abolition of 
the system of chartering banks and urged the adoption of a free 
banking system with bank notes secured by state bonds to provide 
the state with a more redeemable currency. Tennessee accepted 
the recommendation of the bank committee and enacted a free 
banking law, but as in Mississippi no provision was made for 
any system of periodical bank supervision and examination.!*® 
Unsound banking continued in these pioneer Southern states until 
the outbreak of the Civil War. 


Ill 


State banking in the post-bellum period reflects the slow re- 
covery of the Southern states from the ravages of the Civil War. 
Many of the banks of the Southern states had perished during the 
years 1860 to 1865. Soon after the conflict ended, some banks 
were reopened, and in other cases new banks were established; 
but the reconstruction of the state banking systems was a slow 
process. The records of Virginia state banking are very meagre 
for the years between 1860 and 1885, but the records which have 
been preserved reveal that the state banks were slow to expand in 
number and size. The large branch banks of the pre-Civil War era 
had passed out of existence during the conflict, and when new 
banks were chartered after 1865 only unit banks were organized. 
At no time since 1865 has Virginia permitted anything but a very 
limited form of branch banking restricted to adjoining counties 
and to cities with a population of at least 50,000. In addition to 
the difficulties of subsisting upon the weakened economic structure 
of the state, the Virginia state banks after 1864 had to meet 


18 Bankers’ Magazine, Sept., 1854, p. 526. 
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the competition of the newly established national banking 
system.!® 

By July 1st, 1885, there were only 52 state banks in operation 
in Virginia with total assets of $12,163,000.2° By 1895 the number 
of state banks had increased to 85 and total resources to 
$25,040,000. Significant changes did not occur in the state's 
banking system until after the turn of the century, when the 
economic life of the South began to show signs of that rapid 
growth which was to take place during the next three decades as 
industry from the North turned to the abundant supplies of raw 
materials and labor to be found in the Southern states. Table I 








TABLE I 
GrowT# or State Banks 1 Vircinia, 1885—-1935* 
YEAR NO. OF STATE BANKS CAPITAL AND SURPLUS TOTAL ASSETS 
1885 52 $3, 437,000 $12, 163 ,000 
1895 85 8,389,000 2§ ,040,000 
1905 173 12,571,000 59,378,000 
1910 247 17,254,000 68 , 720,000 
1915 271 23,338,000 91,550,000 
1920 338 40,338,000 2.03 , 934,000 
1925 339 43 ,893 ,000 2§5 1205 ,000 
1930 294 45 , 609,000 264,254,000 
1935 195 29,215 ,000 226 , §59,000 














* Statistics obtained from the Annual Report of the Virginia State Bureau of Banking, 1935, 
p. 10. 


presents the statistics of the growth of state banks in Virginia 
since 1885. 


19 The development of state and national banking in this post-bellum era is indicated by 
the following statistics obtained from J. J. Knox, op. cét., p. 538. 


Years State Banks National Banks 
186; 2 

1865 16 
1872 27 

1874 20 
1876 19 

1879 17 
1884 24 
1885 52 


20 Annual Report of the Virginia State Bureau of Banking, 1935, p. 10. 
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The rapid growth of the state’s banking system portrayed in 
Table I coincided with the unusual prosperity which the United 
States as a whole enjoyed from 1900 to 1920. By 1925 Virginia 
had 339 state banks with total resources of $255,205,000. In the 
twenty years from 1904 to 1925 the number of banks had more than 








TABLE II 
Virerta State Banxs OrGANIZED, MERGED, AND CLosED SINcE 1910* 
STATE BANKS 
van “=e | shee | eee | “EE 
1910 247 28 8 5 
I9iI 248 14 3 I 
1gI2 250 13 5 I 
1913 2.63 17 3 2 
1914 269 9 5 ° 
1915 271 8 I ° 
1916 283 14 ° ° 
1917 290 13 3 2 
1918 2.94 II 5 a 
1919 312 29 I fe) 
1920 338 32 3 I 
1g21 336 13 4 4 
1922 334 15 6 5 
1923 336 9 4 2 
1924 338 8 8 3 
1925 339 10 8 2 
1926 339 4 4 x 
1927 329 3 Il 2 
1928 323 5 6 6 
1929 315 3 6 6 
1930 294 3 14 13 
293% 253 5 t5 23 
1932 239 5 14 5 
1933 202 4 28 6 
1934 196 I 3 2 
1935 195 2 5 ° 

















* Statistics compiled from the Annual Reports of the Virginia State Bureau of Banking, 1910- 
1935- 


doubled (149 to 339), and total resources had been increased 
almost fivefold ($52,750,000 to $255,205,000). At the same time 
population and wealth had shown a much more conservative 
growth. In these twenty years population per bank had dropped 
from 11,207 to 6,096, a decrease of almost one-half. The inevi- 

















A SKETCH OF VIRGINIA BANKING HISTORY 173 


table result of this rapid extension of the state’s banking system 
was overbanking on a wide scale. After 1925 it became in- 
creasingly difficult for banks to operate profitably. Failures 
began to increase rapidly after 1920, the total number of failures 
in Virginia from 1920 to 1935 being 82. The peak of the failures 
was reached in the year 1931 when 23 state banks were forced to 
close their doors. Mergers and consolidations followed the same 
path. In the years 1920 to 1935 there were 139 state bank volun- 
tary liquidations, mergers, and consolidations, the majority of 
which occurred in the four-year period from 1930 to 1934 when 








TABLE III 
Strate AnD Nationa Bank SuspENsIONs, JANUARY I, 1921—JUNE 30, 1932* 
MMR face yiha'cb uxscs + aaewnseeenAeneakeeeen 96 13 109 
NOONE WIN, 265. cnc’ ancwe names scniblecweah eee 76 28 104 
DEI as a's aicicindv-cleuis’ceatestaieceeeeaee 267 | 42 309 
EN NI Soa isie Sid os vee eupe te eutsiee sees 264 34 298 
RE cknen a auvensac.cciathoned saeemaeetmae re 369 26 395 
POE arch castickadiwwarpcemeoconnsterenemanate 226 24 250 
Maisie s vance choy hue pies oe ieee eens 84 26 110 
PII cy tois.s css oan Nena atonal 141 15 156 
RUNNIN E 5 «5-05 a0. 5scig wieqieb ucla omigaepRmE Rete aN 54 3 57 
Mae oss o's. ce wR sin) scien sah ow nee aaa 345 96 441 
SR Sooo aks. cco nat atusne as ene aeenmeeen 266 30 296 
PIN 28s 5 0kdyesaiceesatewseu sane eueens 115 16 131 
WO oso enn as enwrigt bas sees pepe ees 127 12 139 














* Statistics obtained from the Annual Report of the Comptroller of the Currency, 1932. 


weak banks were taken over by stronger institutions to avoid the 
liquidation of assets at a time when prices were abnormally de- 
pressed. 

Table II presents the statistics relating to Virginia state bank 
failures, mergers, and new banks organized since 1910. 

From 1910 to 1920 new state banks were chartered in large 
numbers in response to the demands of the expanding economic 
life of the state. After 1920, and especially after 1925, economic 
conditions which later ripened into the depression of 1929 put an 
end to the flood of new banks. Bank mergers and failures did not 
become a pressing problem in Virginia until after 1925. 
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The banking difficulties which beset Virginia after 1920 were 
duplicated on a wider scale in some of the other Southern states 
where the agricultural depression of the post-war period was more 
destructive in its effects. Table III shows the number of state and 
national bank suspensions for the 113 years ending June 30, 1932. 

As the above table shows, state bank failures were especially 
numerous in North and South Carolina, Georgia, Florida, Texas, 
and Arkansas. Failures of state banks were numerous enough in 
all the Southern states, however, to cause one to have serious 
doubts as to the ability of our state unit banking systems to cope 
with the vicissitudes of the changing economic order. 


IV 


The growth of state banking since 1900 and its inability to cope 
with the economic difficulties which were generated in the World 
War and post-World War periods have brought up the problem of 
state bank regulation. As early as 1910 the bankers and legis- 
lators of Virginia had become so conscious of the need for a better 
control of the rapidly expanding state banking system that a 
movement for the more effective regulation of state banking re- 
sulted in the establishment of the Virginia State Banking Bureau 
under the control ot a special governmental official. Prior to 
1910 the State Corporation Commission had been in charge of bank 
supervision and control, but because of the excessive number of 
duties assigned to the Commission little control of the state banks 
was achieved. In 1908 the Commission had placed the work of 
bank supervision in the hands of an official whose entire time was 
devoted to an analysis of the periodical reports of the state banks, 
but regulation did not proceed beyond this point.** In 1903 
North Carolina had set up a bank department for the regulation 
of its state banks. Georgia followed with its state bank bureau 
in 1907, and Tennessee in 1913; while other Southern states like 
Mississippi delayed taking the regulation of state banks out of the 
hands of overburdened state comptrollers, auditors, and treasurers 
until 1922. Until the supervision of banks was placed in the 
charge of bank departments operated by superintendents whose 


21 Annual Report of the Virginia State Corporation Commission, 1908, p. 9. 
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sole duty was bank regulation, little effective control. of state 
banking could be achieved. 

Although bank bureaus and departments were established 
throughout the South in the first three decades of the present 
century, satisfactory control of state banks was not obtained 
because the regulatory powers of the bank departments were in- 
adequate. Especially significant was the fact that the departments 
could not control the number of new banks. Prior to 1928 the 
Virginia commissioner of banking had no authority to refuse to 
issue a bank charter as long as the organizers had met the require- 
ments of the laws of bank incorporation. Frequently the opera- 
tors of failed banks, or of banks closed because of irregular prac- 
tices, would very soon after the closing of their institution organize 
a new one. The commissioner of banking could do nothing to 
prevent this sort of action; and, furthermore, if he felt that there 
was no need for additional banking facilities, he could not prevent 
such a flood of new banks as would soon result in a condition of 
overbanking. As early as 1902 Louisiana had taken steps to 
prevent the organization of too many banks by giving the state 
board of control the right to refuse to issue a bank charter if there 
was no public need for the additional banking facilities. Other 
Southern states were slow to adopt this progressive regulatory 
practice. In 1928 the Virginia commissioner of banking was 
given the authority to refuse applications for bank charters on the 
ground that ‘“‘there is no public necessity for new or additional 
banking facilities.2* In Virginia, as in other Southern states, 
this remedial legislation was too late to prevent the widespread 
overbanking of the decade 1920 to 1930 with its consequent heavy 
losses to the banking public. 

Within recent years attempts have been made to improve our 
state banking systems in order to prevent a repetition of the un- 
fortunate events of the years 1920 to 1934. Some reformers have 
advocated the abolition of unit banking and its replacement by 
state-wide or nation-wide branch banking. Other reformers have 
denied that unit banking is constitutionally unsound, and they 
have asserted that all that is necessary is the imposition of further 


22 Virginia Banking Laws, 1936, Sec. 4149 (15). 
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restrictions upon our state banking systems. The opinions of the 
latter have prevailed in Virginia as in other states with the result 
that the banking laws have been revamped with the hope that the 
evils of unit banking would be greatly reduced, if not entirely 
eliminated. The methods of improving state unit banking have 
included the following: increases in minimum capital requirements, 
the establishment of state banking boards, more strict control of 
bank loans and investments, provisions for better bank direction 
and management, and methods of taking care of weak banks, or 
banks temporarily embarrassed, without closing them perma- 
nently. 

In 1928 Virginia raised the minimum capital requirements for 
state banks from $15,000 to $25,000, and then in 1932 to $50,000 
with progressive increases in cities with a population in excess of 
25,000.%% Alabama, South Carolina, Florida, and Louisiana now 
have minimum capital requirements of $25,000, while Tennessee 
has a $20,000 requirement and Kentucky a $15,000 requirement. 
In 1927 Mississippi still had only a $10,coo minimum capital 
requirement.*4 The problem of protecting banks in a condition of 
temporary financial distress was taken up by the Virginia state 
legislature in 1932 when the commissioner of banking was given 
the authority to suspend some or all of a bank’s operations tem- 
porarily, or to provide for limitations upon the withdrawal of 
deposits. As early as 1927 Florida had met this problem by 
enacting a law permitting the freezing of bank deposits. When 
the holders of 75 per cent of the deposits of a bank agree to permit 
the reopening of their bank with limitations upon the withdrawal 
of deposits, the holders of the remaining 25 per centof the deposits 
can legally be required toacceptthe deposit-freezing arrangement. 
In 1933 Alabama, Kentucky, Tennessee, and South Carolina in- 
corporated similar provisions in their bank codes for the protection 
of temporarily embarrassed banks. 

One very significiant recent development in state banking has 

°3 Virginia Banking Laws, 1936, Sec. 4149 (16). 

24 Some states like Alabama, Tennessee, South Carolina, Florida, and Louisiana permit 
banks to strengthen their capital structures by issuing preferred stock. Thus far, Virginia 
has not adopted this device. 


*5 The constitutionality of these deposit-freezing arrangements was upheld in 1931 in 
McConville v. Ft. Pierce Bank and Trust Co., 135 So. 392, and again in Dorman v. Dell, 245 Ky. 34. 
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been the establishment of state banking boards for the purpose of 
regulating the state banks more effectively. The widespread 
dissatisfaction with state banking systems in recent years has 
resulted in a flood of new bank laws enacted with the hope of 
strengthening the unit banks. High hopes have been placed in 
the state banking boards, and at present some twenty states have 
such boards in operation. The state banking board usually in- 
cludes in its membership the state bank superintendent and repre- 
sentatives of the bankers and the general public. The board is 
given power to make all rules and regulations necessary for the 
supervision and control of the state’s banks. It is expected that 
the state banking board will develop proper policies for limiting 
the number of banks, eliminating irregular banking practices, 
removing incompetent directors and officers, and in other ways 
improving bank loan and investment policies and bank manage- 
ment. In this manner the responsibility for effectively enforcing 
the regulatory provisions of the bank code is shifted from the 
superintendent of state banks to the state banking board. It 
is hoped that a better control of the number of state banks and of 
the operations of those banks allowed to come into being will be 
the result. State banking boards have not as yet been widely 
established in the South. Thus far, only North Carolina, South 
Carolina, and Alabama have these boards in operation. 

The failure of the American Bank and Trust Company of Rich- 
mond, the second largest state bank, in 1933 spurred the Virginia 
legislature to action, and by 1936 several important amendments 
to the state banking code had been made. The Commissioner 
of Banking was at this time given the power to remove incom- 
petent officers and directors, to revalue assets which had been over- 
valued by the banks, and to require approval of all bank mergers 
and consolidations. State banks were prohibited from investing 
funds in common stocks, stricter limitations were placed upon real 
estate loans, and the legally required surplus of state banks was 
raised from Io to 20 per cent of the bank’s capital. Unlike North 
and South Carolina and Alabama, Virginia did not set up a state 
banking board. 

If state banking can be satisfactorily regulated, banking boards 
should be a useful instrument for this purpose. A study of state 
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banking in Virginia and other Southern states indicates that bank 
regulation has thus far been quite unsuccessful. Too many state 
banks have been organized in prosperous years only to fail or to 
undergo merger in subsequent years of depression with large 
losses suffered by the public. Superintendents of state banks have 
been too lax in the administration of their departments, and bank 
regulation has been too much of a routine matter of examination 
rather than an active policy seeking to raise the level of state bank 
management. In addition, political influences and lack of suffi- 
cient funds and personnel have seriously hampered the work of 











TABLE IV 
Deciine 1n State BANK NuMBgRS, 1929-1935* 
STATE BANKS IN OPERATION 
STATE 

1929 1935 
MGs ode 5's dsivtewies acne chan deevice revues verew wars 317 197 
Pe RR asi sse'ein'e vinieiorn< eutqnle baasbibhievng ay aehy inmate 194 103 
NR. <. d60sinnseeusnveriaeaceabosmeSheranentios 355 173 
III cis sia cet sinsndicinee Seen ebantaatnekncmesaetee 169 120 
SEER re eee rr eer Cr pe et: 340 224 
MIN he cae ohn vieidsevatvde cet okasktnevmeceeree eres 151 85 
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* Statistics secured from Annual Reports of the Comptroller of the Currency, 1929-1935. 


bank regulation. Efficient state banking boards might serve to 
remedy many of these troubles. In Virginia there is some senti- 
ment in favor of the establishment of a banking board. State 
banking difficulties have not been so widespread in that state as 
in other Southern states, and so there has not been the same im- 
petus towards improving state banking. Since Virginia is more 
industrialized and has a more diversified agriculture than the other 
Southern states, the state banking system has had a sounder 
economic foundation. But even so, as already pointed out, Vir- 
ginia has not had a satisfactory state banking system since 1900. 
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Table IV, showing the loss of state banks in the Southern states 
from 1929 to 1935, indicates the need for some radically different 
form of bank supervision and control than that practiced since 
1900. 

The problem which presents itself to Virginia and to the other 
Southern states is one of improving the state unit banking systems 
or radically altering them in favor of some such system as state- 
wide or nation-wide branch banking. The remodelling of the 
state bank systems in recent years has been based on the assump- 
tion that state unit bank systems can be made to operate suc- 
cessfully under the proper restrictions and limitations. Thus far, 
Virginia and the rest of the South have been unable to regulate 
their banking systems satisfactorily, and if the recent attempts to 
limit the area within which state unit banks are to operate do 
not meet with success, perhaps it would not be amiss to consider 
some fundamental reconstruction of our entire state banking 
structure, not only in the South but in all other parts of the 
country where the record of state banking has been no better. 











NATIONAL ECONOMIC POLICY: THE WORLD WAR* 
D. CLARK HYDE 


University of Virginia 
I 


It is obvious that no adequate treatment of the development of 
the national economic policy of the United States can neglect the 
World War, a time of crisis that elevated policy to the supremely 
important function of applying national intelligence to the solu- 
tion of problems that transformed the basis of economic life and 
activity. The evaluation of the influence of this period cannot be 
confined to a study of war-time modifications of policy: the suc- 
ceeding years must be examined for evidence of the importance of 
war-time experience in moulding attitudes and influencing insti- 
tutions. 

The fundamental principle of national economic policy at the 
outbreak of the war with Germany was the traditional individ- 
ualism inherited from generations of frontiersmen, somewhat 
modified by growing industrialism. Government influence in the 
sphere of economics was largely limited to enthusiastic imposition 
of high protective tariffs and rather reluctant and ineffectual 
attempts to prevent the abuse of rapidly growing industrial 
monopoly power. Business favored a policy that left the regula- 
tion of private enterprise almost entirely to the laws of supply and 
demand. Farmer and labor protests were ineffectual in a political 
situation dominated by large scale enterprise. The American 
ideal still stressed economic as well as political freedom in a 
country that was rapidly outgrowing the simple economy that 
created the tradition. 

Economic policy just before the war was embodied in the ‘“New 
Freedom.’’ President Wilson set out to use the law to prevent 
the abuse of economic power by powerful interests. The scope of 


* An article written in connection with a project of the Institute for Research in the Social 
Sciences, University of Virginia. 
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his aims was clearly indicated in the inaugural address of March 
4, 1913 in which he said: 

We have itemized with some degree of particularity the things that ought to be altered 
and here are some of the chief items: A tariff which cuts us off from our proper part in the 
commerce of the world, violates the just principles of taxation, and makes the Government 
a facile instrument in the hands of private interests; a banking and currency system based 
upon the necessity of the Government to sell its bonds fifty years ago and perfectly adapted to 
concentrating cash and restricting credits; an industrial system which, take it on all its sides, 
financial as well as administrative, holds capital in leading strings, restricts the liberties and 
limits the opportunities of labor, and exploits without renewing or conserving the natural 
resources of the country; a body of agricultural activities never yet given the efficiency of 
great business or served as it should be through the instrumentality of science taken directly 
to the farm, or afforded the facilities of credit best suited to its practical needs; watercourses 
undeveloped, waste places unclaimed, forests untended, fast disappearing without plan or 
prospect of renewal, unregarded waste heaps at every mine. 


Policy rapidly became translated intolaw. The low Underwood 
Tariff Act of 1913 came into being despite the determined opposi- 
tion of protected interests. The Sherman Anti-Trust Act was 
strengthened by the Clayton Act of 1914 and the establishment of a 
Federal Trade Commission designed to advise industry as well as 
secure enforcement of the law. The Federal Reserve Act of 1913 
had, according to the President, ‘succeeded in taking credit out 
of the control of a small number of men.’"! These measures were 
designed to protect the basis of rugged individualism from the 
attacks of unfair competition. Changed conditions brought 
extension in the field of government action in an attempt to pre- 
serve the traditional type of American business activity. 


II 


The menace of war thus presented itself to a government basi- 
cally individualistic in spirit, but gradually developing economic 
controls. Growing international tension and incidents involving 
American neutral rights resulted not merely in public discussion 
but in the passage of a measure that laid the basis for economic as 
well as military preparedness. The National Defence Act of 
June 3, 1916 gave the President power in emergencies to compel 
manufacturers to furnish the government with essential products 
at reasonable prices. The Army Appropriations Act of August 


1 Woodrow Wilson, The New Democracy, Vol. I, p. 85. 
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29 created the very important Council of National Defence to 
coordinate national effort in time of war. While the Council was 
composed of cabinet members, ex-officio, the act provided for the 
appointment of an advisory commission of not more than seven 
persons, ‘‘each of whom shall have special knowledge of some 
industry, public utility or the development of some natural re- 
source.’” The original membership included such well known 
men as Daniel Willard, president of the Baltimore and Ohio Rail- 
road, Howard E. Coffin, vice-president of the Hudson Motor 
Company, Julius Rosenwald, president of Sears, Roebuck and 
Company, Bernard M. Baruch, banker, Dr. Hollis Godfrey, 
president of Drexel Institute, Samuel Gompers, president of the 
American Federation of Labor and Dr. Franklin Martin, secretary- 
general of the American College of Surgeons, Chicago. Council, 
commission and numerous subordinate committees quickly and 
efficiently prepared the groundwork for industrial mobilization. 

When in the declaration of war against Germany, April 6, 1917, 
Congress pledged ‘‘all the resources of the country’’ to bring the 
conflict to a “‘successful termination’’ that action enunciated the 
war-time policy of the United States. The magnitude of the task 
and the ever changing nature of the problems furnished a back- 
ground entirely different from that which had developed the tradi- 
tional individualism of the nation. The state displaced the citi- 
zen as the important consideration in policy; and, with incredible 
swiftness, the government established a war economy. 

War-time policy relied not only upon appeal to patriotism but 
also upon a series of carefully designed enactments. The basic 
measures in the economic sphere seem to have been the National 
Defence Act and the Food and Fuel Control Act of June 10, 1917. 
War administrative machinery tended to develop in two main 
channels—the industrial and the agricultural. 

The great industrial problem was that of supplying munitions 
and supplies to the army and to the Allies. It was apparent the 
emergency required a realignment of industry and control and 
direction of production to an extent impossible of attainment under 
free competition. The authority granted by the National Defence 
Act to the President to secure priority in the manufacture of war 
supplies and to determine prices was delegated first to the Council 
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of National Defence and then, on July 28, 1917, to a specially 
created subordinate War Industries Board. The official announce- 
ment outlined the powers and functions of the new body as follows: 
“The Board will act as a clearing house for the war-industry needs 
of the Government, determine the most effective means and meth- 
ods of increasing production, including the creation and extention 
of industries demanded by the emergency, the sequence and rela- 
tive urgency of the needs of the different Government services, and 
consider price factors and, in the first instance, the industrial and 
labor aspects of problems involved and the general questions 
affecting the purchase of commodities.’’? 

Acting as a subordinate committee of an advisory body, the 

War Industries Board was forced to work through other govern- 
mental agencies and to resort to voluntary agreements with in- 
dustry. This initial policy was not abandoned when the board 
was given independent status at the time of the appointment of 
Mr. Bernard Baruch as chairman. The Presidential letter of 
March 1, 1918 gave to Mr. Baruch ‘‘the ultimate decision, except 
in the determination of prices.’”* 
This reserved power was delegated to the Price Fixing Committee 
of the War Industries Board, a quasi-judicial body reporting 
directly to the President. Composed of representatives of the 
War Industries Board, Tariff Commission, Fuel Administration, 
Trade Commission, the Army and Navy, its primary function was 
the determination of fair maximum prices for government pur- 
chases. Reliance was placed upon agreement rather than upon 
compulsion. 

‘It was the custom of the committee, once it seemed likely that 
the necessity for fixing a price had arisen, to call the representatives 
of the industry to Washington for conference. The Committee, 
after itself going over cost figures prepared for it by the Federal 
Trade Commission, talked freely with the trade the situation at 
hand, heard the trade viewpoint, and finally, with them, arrived 
at a price mutually satisfactory." Professor Taussig, however, 
mentions cases where the committee ‘‘to all intents and purposes 


2 Second Annual Report of the Council of National Defence, June 30, 1918, p. 117. 
8 [bid., p. 118. 


*P. W. Garret, Government Control over Prices, p. 2.40. 
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decreed prices and was enabled to impose them, under the form 
of agreement, by a more or less veiled threat of commandecring, 
and also by the certainty that public opinion would condemn those 
who failed to accede.’’® 

Experience with competing government boards exercising the 
power of requisitioning brought first general confusion and then 
concentration of authority in the Priorities Committee of the War 
Industries Board. An efficient system of direction of production 
was built upon the Preferential Shipments Act of August 10, 1917, 
cooperation of government agencies and the possibility of taking 
over plants under presidential authority. 

The process whereby the War Industries Board did business with 
industry was through direct segotiation between one of its sixty 
commodity sections and War Service Committees representing the 
various industries. This centralization of authority and re- 
sponsibility made possible conference, discussion and final agree- 
ment upon a wide range of matters including priority, extension of 
productive capacity and conservation. 

As the war progressed it became apparent that in a market 
glutted with government bonds many essential industries could not 
make satisfactory arrangements to finance war-time activities and 
extensions. Congress met this situation on April 5, 1918 by 
creating the War Finance Corporation and the Capital Issues Com- 
mittee. The corporation was designed to furnish capital, the 
committee to restrain investment in channels unrelated to the 
prosecution of the war. The War Finance Corporation was a 
government enterprise furnished with a capital of 500 million 
dollars, authorized to issue bonds and designed to extend credit 
normally through banks and financial institutions: but the law 
expressly stated that the corporation could “‘make advances 
directly to any business of importance in the prosecution of the 
War, when, in the opinion of the board of directors of the Corpora- 
tion, such businesses were unable to obtain funds upon reasonable 
terms through banking channels or from the general public.”’ 

The drain of capital to non-essential uses was effectively con- 
trolled by requiring all security issues in excess of $100,000 to be 


5 Idem. 
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certified by the Capital Issues Committee as being in the national 
interest. 

Government regulation of production and fixation of prices 
could not exist without intervention in the field of labor relations. 
War emergency could not tolerate strikes or working conditions 
adversely affecting production. Government action began with 
the appointment of an advisory council by the Secretary of Labor 
and became effective with the formation of a War Labor Board on 
April 8, 1918. The policies of this board, as outlined by Presi- 
dential Proclamation, were formulated by a special War Labor 
Conference Board representing in its membership the National 
Industrial Conference Board and the American Federation of 
Labor. Certain sections of this document merit quotation in full. 

‘There should be no strikes or lockouts during the war. 

‘Right to organize. 1. The right of workers to organize into 
trade unions and to bargain collectively through chosen repre- 
sentatives, is recognized and affirmed. This right shall not be 
denied, abridged, or interfered with by the employers in any 
manner whatsoever. 

‘2. The right of employers to organize in associations or groups 
and to bargain collectively, through chosen representatives, is 
recognized and affirmed. This right shall not be denied, abridged, 
or interfered with by the workers in any manner whatsoever. 

‘3. Employers shall not discharge workers for membership in 
trade unions, nor for legitimate trade-union activities. 

‘*4. The workers, in the exercise of their right to organize, shall 
not use coercive measures of any kind to induce persons to join 
their organizations, nor to induce employers to bargain or deal 
therewith. 

“The Living Wage. 1. The right of all workers, including 
common laborers, to a living wage is hereby declared. 

‘2. In fixing wages, minimum rates of pay shall be established 
which will insure the subsistence of the worker and his family in 
health and reasonable comfort.’’® 

Strikes being outlawed, the settlement of labor disputes became a 
matter for arbitration and conciliation by the National War 


5 Bulletin of the United States Bureau of Labor Statistics, No. 287, December, 1921, p. 32. 
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Labor Board. Legally, the decisions of the board carried no 
mandatory power, but efficient enforcement was secured through 
the cooperation of government agencies and the force of public 
opinion. Employers were aware of the requisitioning power. 
Labor recognized the possibility of cancellation of industrial 
exemptions from military service. The supremacy of national 
interest made the National War Labor Board an effective instru- 
ment of national policy. 

The major war-time problem of food and fuel control involved 
stimulation of production as well as conservation of supplies. 
Experience of other nations had indicated the impossibility of 
reliance upon the workings of a free market, and the necessity of 
instituting a system of control of production, consumption and 
price. National policy was clearly indicated in the title of the 
so-called Lever Act of August 10, 1917: ‘‘An Act to provide further 
for the national security and defence by encouraging production, 
conserving the supply, and controlling the distribution of food 
products and fuel.’’ This legislation specifically declared unlaw- 
ful such practices as destruction of necessaries in order to enhance 
price, willful waste, monopoly, unreasonable rates or charges and 
excessive prices. Enforcement was provided through grant of 
authority to the President to requisition commodities, license 
dealers and fix prices. Provision was made for government pur- 
chase and sale of wheat, flour, meal, beans and potatoes. Stimu- 
lation of wheat production was attempted by guaranteed minimum 
price, set for the crop of 1918 at $2.00 per bushel at the primary 
shipping points. 

Presidential powers were exercised through the United States 
Food Administration established by executive order on August to, 
1917, the United States Fuel Administration, August 14 and the 
Food Administration Grain Corporation, chartered in Delaware 
on August 17. 

The policy of the Food Administration as developed by Herbert 
Hoover presented the usual war-time reliance upon the patriotic 
appeal reinforced by pressure upon uncooperative minorities. The 
basic method of control was the requirement of licenses from 
practically every dealer in any staple food commodity except 
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retailers with gross sales below $100,000 per annum. Price control 
was effected through the inclusion in virtually all licenses of a 
requirement that ‘‘the licensee shall not import, manufacture, 
store, distribute, sell, or otherwise handle any food commodities 
on any unjust, exhorbitant, unreasonable, discriminatory, or un- 
fair commission, profit, or storage charge.’’’ Enforcement was 
effected through the establishment by the Food Administration of 
maximum margins for wholesalers and retailers. As in the indus- 
trial field, wide use was made of conferences with dealers subject 
to control. Administration was decentralized through the ap- 
pointment of federal food administrators in each state and sub- 
ordinate district and county administrators. 

Price control in war-time cannot be a success without some form 
of limitation of consumption. Here, the Food Administration 
functioned chiefly through appeals to the patriotism of the people. 
Publicity, pledges, insignia and cards were employed to bring 
home to the people the absolute necessity of conservation of food 
resources. ‘‘Meatless’’ and ‘‘wheatless’’ days represented volun- 
tary effort to increase the portion of supplies available for military 
purposes. 

The United States Fuel Administration exercised control over 
the production as well as over the distribution of fuel. Price 
regulation of coal took the form of the fixation of price of coal at 
the mines combined with the regulation of dealers’ margins. Re- 
liance was placed upon the voluntary cooperation of consumers. 

The general national economic policy of war-time appears to 
have combined private ownership and operation of business with 
governmental control. There were some fields, however, where 
particular circumstances resulted in exceptional measures. Gov- 
ernment operation of railroads, shipping and war risk insurance 
were justified on the grounds of national interest and efficiency. 
No general principle was allowed to hinder the successful prosecu- 
tion of the war. 

It has been seen that throughout the chief measures of govern- 
ment control reliance was placed upon popular opinion to secure 
obedience to a program instituted under war-time powers granted 


7™P. W. Garrett, op. cit., p. 49. 
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to the President and coordinated through a system of interlocking 
directorates and committees. While extensive use was made of 
consultation with organized business groups the exercise of 
individual initiative was definitely subordinated to a well, if 
somewhat broadly, defined plan of political economy. 


III 


America’s heroic war-time effort was followed by a strong 
individualistic reaction. An attempt to conserve the war-time 
cooperation of government and business through the establishment 
of an ‘‘Industrial Board of the Department of Commerce’’ broke 
down when the Treasury Department refused to accept a negotiated 
steel price. An effort to retain war-time labor agreements was 
frustrated by the refusal of employers in the National Industrial 
Conference of 1919 to recognize ‘“‘the right of wage earners to 
organize in trade unions.’’ Industrial and economic demobiliza- 
tion was complete. The post-war attitude is well expressed by 
President Coolidge: ‘“The age of perfection is still in the somewhat 
distant future, but it is more in danger of being retarded by mis- 
taken government activity than it is from lack of legislation.’’® 

There is evidence, however, that the war did exercise a certain 
influence upon economic policy during the succeeding decade. 
The great spurt in agricultural production that helped to win the 
war remained to increase price depressing surpluses that accumu- 
lated and created an agricultural problem. The government 
authorized the War Finance Corporation to make loans to Ameri- 
can exporters to enable them to extend credit to foreign buyers 
in 1919 and 1920; and the Agricultural Credits Act of August 24, 
1921 revived the War Finance Corporation as an agricultural 
credit agency. While the normal function was the extension of 
credit to bankers and cooperative associations requiring aid in 
order to make advances for agricultural purposes, the corporation 
was also empowered to purchase secured instruments of agricul- 
tural short term indebtedness. Active operations were carried 
on until 1925. 

This period also experienced a determined attempt to secure aid 


8 Message on the State of the Nation, December 8, 1925. 




















NATIONAL ECONOMIC POLICY 189 


to agriculture through political action. A succession of McNary- 
Haugen Bills proposed granting farmers partial relief from sur- 
pluses by means of the exportation of produce by a Federal Farm 
Board. A 400 million dollar revolving fund was to be employed 
not only to finance agricultural cooperatives, but, in case of neces- 
sity, to make purchases of a portion of the crop for sale abroad or 
storage. Any loss sustained through this method of dumping was 
to be met by an equalization fee placed on producers. 

The veto of McNary Haugen Bills in 1927 and 1928 by President 
Coolidge was followed by the campaign of 1928 in which Herbert 
Hoover promised to call a special session of Congress to ‘‘do 
something’’ for agriculture. The results were a thoroughly 
unsatisfactory tariff revision and the passage of the Federal Farm 
Board Act of June 15, 1929. A Federal Farm Board furnished 
with a revolving fund of 500 million dollars was not only author- 
ized to make advances to agricultural cooperatives but to set up 
commodity stabilization corporations to aid in handling the 
orderly marketing of commodities. The board was not only 
authorized to enter into price insurance agreements with coopera- 
tives, but to make loans to stabilization corporations to be used in 
an attempt to influence prices through purchase, processing and 
sale of agricultural commodities. ‘““The end sought by Congress 

. . is to moderate or eliminate ‘undue and excessive fluctuations’ 
in prices such as tend to injure the farmer producer; and to moder- 
ate or eliminate the causes of such ‘undue and excessive’ fluctua- 
tions. Not stabilization, in the rigid fixation or leveling of prices, 
but stabilizing, in the sense of limiting fluctuations and cushioning 
the shocks from severe fluctuations... .""® As a matter of fact, 
however, the board was committed to the impossible task of 
attempting to peg prices in a falling market. 

Another direct influence of the war appears to be the develop- 
ment of relationships between trade associations and the Federal 
Trade Commission. Unlike the government, industry was most 
anxious to retain some of its war-time organization and connec- 
tions, particularly that existing between the Commodity Sections 
of the War Trade Board and the Service Committees of the various 


® First Annual Report of the Farm Board, 1930, p. 24. 
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industries. Menaced by the anti-trust laws, trade associations as 
early as 1919 sought to obtain from the Federal Trade Commission 
approval of their activities. This movement took the form of 
trade practice submittals that were worked out at conferences held 
under the auspices of the commission. Hampered by court review, 
the commission at first was careful to avoid giving an opinion 
upon matters that might subsequently be held to be outside its 
jurisdiction; but a change in policy that accompanied the establish- 
ment of the Division of Trade Practice Conference in 1926 was 
accompanied by an announcement that agreements ‘‘if adopted or 
sanctioned by the Commission become the rule of business conduct 
for the industry covered.’"!° The resulting rush of industries to 
obtain agreements was moderated by an informal action by the 
Department of Justice in notifying the commission that questions 
concerning the anti-trust acts would have to be handled through 
the normal process of complaint, hearing before the commission, 
and if necessary, review by the courts. 

This survey of the decade from 1919 to 1929 has shown remark- 
ably little evidence of an impress of war experience. The high 
level of prosperity, except in agriculture, fostered rugged individ- 
ualism, freedom from dependence on government aid, and impa- 
tience of government control. The spirit of enterprise grew and 
expanded beyond the bounds of reason to uncontrolled optimism 
that brought the period to an end in one of the worst riots of 
speculative frenzy known to American history. 


IV 


The testing time of post-war individualism came with the 
depression of 1929. While the stock market crash was not un- 
expected, the extent and complications of subsequent developments 
were unforseen by the bankers and business men of the United 
States. The European financial breakdown of 1931, agricultural 
distress and agitation, financial troubles leading to the closing of 
the banks in March 1933 created a psychology of despair, so well 
designated by President Roosevelt as ‘‘nameless, unreasoning, 
unjustified terror which paralizes needed efforts to convert retreat 


10N. B. Gaskill, The Regulation of Competition, p. 115. 
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into advance.’’!! The depression had become a menace compar- 
able to that of war. 

Although war and depression are both emergencies, the eco- 
nomic problems are liable to be quite different. Scarcity of 
munitions must be contrasted with surplus consumption goods, 
deficient productive capacity with idle capital equipment, acute 
labor shortage with mass unemployment, and rapidly mounting 
prices with deflation. Both situations did, however, present 
evidence of the inability of private initiative to handle major 
emergencies. 

When President Hoover attempted to cope with a steadily 
deteriorating financial situation by organizing cooperative action 
by the bankers, threatened wholesale failures in the banking, 
railway and insurance businesses forced the government to place 
public credit at the service of industry. The Reconstruction 
Finance Corporation Act of January 22, 1932 created a government 
directed and capitalized corporation for the purpose of extending 
financial aid to distressed business institutions. Capitalization 
supplied by the government to the extent of 500 million dollars 
was to be supplemented by debenture issues to three times this 
amount. Advances for 1932 crop production were to be made 
through the Secretary of Agriculture; loans to railroads were to 
have the approval of the Interstate Commerce Commission; but 
otherwise the corporation was given complete authority to make 
loans to financial institutions in both agricultural and industrial 
fields. The scope of activities was extended by the Emergency 
Relief and Construction Act of 1932 to cover advances to states 
and territories for relief purposes and to states, political sub- 
divisions and private corporations to finance ‘‘self-liquidating”’ 
construction projects. In organization, it was a revival of the 
War Finance Corporation. 

The transition from Hoover to Roosevelt appears on close anal- 
ysis to signify a change in attitude and emphasis rather than 
a fundamental break in policy. It was President Hoover's accept- 
ance of leadership that placed the government in a position where 
it was held responsible for the economic welfare of the nation. 


1 Franklin D. Roosevelt, First Inaugural, March 4, 1933. 
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Governmental interference under Hoover was resorted to reluc- 
tantly as a concession to the inevitable: under Roosevelt there was 
a willingness to experiment to the extent of demanding from 
Congress “‘broad executive power to wage a war against the emer- 
gency, as great as the power that would be given to me if we were 
in fact invaded by a foreign foe.’’” 

War experience is without doubt one of the important sources 
of the ‘‘New Deal.’’ The concept of a war against depression and 
a nation in arms were widely used in times of emergency. It must 
not be forgotten that President Roosevelt, General Hugh S. 
Johnson and George Peek were all active in the economic mobili- 
zation of the war period. The National Industrial Recovery Act 
of June 16, 1933 provided for unified command and complete dele- 
gation of authority by the President of the United States. 

The most important feature of the National Industrial Recovery 
Act was the institution of codes of fair competition, drawn up by 
various industries and approved by the President. These codes 
designed not only to put people back to work but to prevent unfair 
and uneconomic practices were supervised by code authorities and 
any violations were reported to the National Industrial Recovery 
Administration as unfair methods of commerce within the meaning 
of the Federal Trade Commission Act. While codes could be 
imposed by presidential mandate, the accepted practice was 
presentation by ‘‘one or more trade associations or groups.’ The 
hearings before a Deputy Administrator seem to have been some- 
what similar to the consultations between the War Industry 
Board’s Commodity Sections and the War Service Committees of 
the industries: yet a distinctly new feature was the presence at 
the hearing of representatives of labor and the consumers. The 
industrialists attempted to obtain what they had long desired, 
government approval of agreements and authority to force rebel- 
lious minorities to conform to the business ethics and practices of 
the industry as a whole. 

There is good reason to believe that the labor section of the 
N.LR.A. has roots in war experience. Its wording represents a 


12 Ibid. 
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mere condensation of statements issued by the War Labor Con- 
ference Board in 1918. Certainly there was nothing new in 7a. 
‘The right of workers to organize in trade unions and to bargain 
collectively through chosen representatives is recognized and 
affirmed. This right shall not be denied, abridged or interfered 
with by the employers in any way.’ The great weakness of the 
act lay in lack of adequate enforcement machinery. National 
labor boards set up under the N.I.R.A. lacked authority to enforce 
decisions. This situation was remedied by the legislation designed 
to replace the labor sections of the N.I.R.A. 

The preamble of the National Labor Disputes Act of July 5, 
1935 contains a declaration of policy that appears to represent a 
marked break from the individualistic attitude of non-interference 
of the post-war period. ‘‘It is hereby declared to be the policy of 
the United States to eliminate the causes of certain substantial 
obstructions to the free flow of commerce and to mitigate and 
eliminate those obstructions when they have occurred by en- 
couraging the practice and procedure of collective bargaining and 
by protecting the exercise by workers of full freedom of association, 
self organization, and designation of representatives of their own 
choosing, for the purpose of negotiating the terms and conditions 
of their employment or other mutual aid or protection.”’ 

The provisions of the act specifically guaranteed to employees 
protection from interference by the employer with their rights of 
self organization. Representatives elected by a majority of work- 
ers in any unit were recognized as the exclusive representatives of 
the employees concerned and refusal of an employer to negotiate 
with such a group was designated an unfair labor practice. Enforce- 
ment was provided for through the appointment of a permanent 
National Labor Relations Board empowered to make investiga- 
tions, hear complaints and issue orders to cease and desist and to 
apply to the courts to enforce them. It was a War Labor Board 
possessing greater legal authority but less effective power. The 
emergency of the depression had at last convinced the United 
States Government that public welfare demanded the enforcement 
of a labor code somewhat similar to that of the war years. 
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V 


No consideration of the development of the American tradition 
can fail to deepen the impression that policy is essentially a com- 
pound of experience. Settled conditions tend to reduce policy to 
automatic traditionalism: unexpected problems force reexamina- 
tion of aims and methods. The war dominated the policy of its 
time and left an impress upon the development of national eco- 
nomic policy. 

While the substitution of state for individual action that marked 
the policies of the war period did seem at one time to have lost its 
vitality with the advent of peace, subsequent experience indicated 
an unsuspected latent power. Prosperity brought back individ- 
ualism, business leadership and uncontrolled activity: but the 
crisis of 1929 forced the government to take positive action. The 
war years furnished not only ideas and institutions but experi- 
enced leaders. The War Finance Corporation, the War Industries 
Board, and the War Labor Board found counterparts in the Re- 
construction Finance Corporation, the National Industrial Recov- 
ery Administration and the National Labor Board. The war idea 
of the supremacy of national interest was applied by President 
Roosevelt to the industrial sphere in a war against economic evils. 
The impress of war experience was deepened by a depression that 
recreated the necessity for governmental action and the subordina- 
tion of individual gain to public good: one might well say that 
the events of the past decade have prevented war experience from 
becoming a mere historical tradition. 
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MARKETING CONTROLS 


JULES BACKMAN 
Brooklyn, New York 


With the tendency for governments to assume greater powers in 
directing the national economy, a survey of the devices used in 
the past to control the distribution of products (marketing con- 
trols) should indicate the problems to be met and solved if this 
device of control is to be effectively utilized. Marketing controls 
are concerned with the imposition of regulations to limit the 
quantity of a given commodity available in a given market,! as 
contrasted with production controls? which aim to limit the total 
output. 

Although many experiments have been a combination of the 
two types of restraint, e.g., Cuban sugar, there are a number of 
cases in which the regulation of marketing has been the chief 
method of control, e.g., the Stevenson rubber plan. In the follow- 
ing discussion, the marketing controls will be analyzed as being 
separate from production controls. The weaknesses discussed be- 
low for this method of control will indicate the reason why a com- 
bination of the two is essential if the way is not to be left open for 
an almost certain collapse of the marketing scheme.* 

Marketing controls are concerned primarily with a limitation 
of the supply that is immediately pressing for sale on the market. 
The methods used to limit the supply through this device include: 
(2) control over exports, (2) regulation of imports, (G) with- 
holding stocks from the market, and (4) loans. 


1 The “‘given’’ market may be a city, a state, a nation, or the world market. 

? For a discussion of the problems that must be solved when production controls are insti- 
tuted, see Jules Backmen, ‘Production Controls,’’ The Southern Economic Journal, July, 1937. 

® This does not mean that any experiment which utilizes both marketing and production 
controls will necessarily be successful. A host of other factors including a shift to substitute 
products, evasion, outside sources of supply, consumers’ strike, loss of foreign markets (¢.g., 
cotton in the United States) etc., may arise to cause the collapse of the control. 
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I 


A control over exports can be undertaken either to affect the 
price in the world market or to control the level of domestic prices. 
Each of these aspects of export control will be considered in turn. 

(1) Control Over the Quantity Available for Sale, at any Given Time, 
in the Markets of the World. In order to control the level of world 
prices by the use of export controls, one device has usually been 
adopted: the export quota. An export quota may be defined as a 
mechanism set up for the purpose of controlling the amount of 
goods that is shipped out of a country. If the country which is 
imposing the restriction controls the major portion of the world’s 
supply of that commodity, it is evident that an important in- 
fluence can be exercised on its world price. If the supply is con- 
trolled by a small number of countries, similar results can be 
achieved by means of an agreement between the countries to limit 
exports to predetermined amounts. 

The outstanding experiments in which this method of control 
has been used include: Stevenson rubber plan, various coffee val- 
orizations in Brazil, Cuban sugar control (1926-1928), sisal in 
Yucatan (1912-1919), Chadbourne sugar plan, the current tea 
restriction, current rubber restriction agreement, and the current 
tin restriction. Of the above mentioned experiments each of the 
first four was conducted by a country which controlled an impor- 
tant part of the world’s supply of the commodity, while the last 
four were based on international agreements since more than one 
country participated.‘ 

The first five cases cited failed and had to be abandoned while the 
other three are still in operation, having been helped in part by 
the worldwide recovery and in part by the armament race through- 
out the world. 

Why have these experiments failed in the past? An analysis 
suggests that if the control over exports is not accompanied by the 
imposition of a control over production as well, the result is likely 

“It may be noted at this point that international agreements evolved to overcome the 
difficulties created by outside sources of supply, which threatened not only the success of the 
restriction scheme but also the control over markets held by the restricting country. Excel- 


lent illustrations of this problem are found in the Cuban sugar control which preceeded the 
Chadbourne plan and the failure of the Stevenson rubber plan. 
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to be an accumulation of large stocks within the country, as was 
the case with the Brazilian coffee valorization plan. In that 
experiment, stocks within the country became so burdensome that 
the control collapsed of its own weight. On the other hand, in 
the case of the Cuban sugar restriction scheme in 1926-1928, the 
control was supplemented by a successful regulation of produc- 
tion and thus this pitfall was avoided. 

The accumulation of inventories within the restricting country, 
especially where there is no domestic market for the commodity, 
as illustrated by coffee in Brazil, leads to the problems of financing 
and adequate storage facilities for the accumulating inventories. 
For a short period of time this obstacle may be overcome, but with 
the passage of time the storage and financing charges become 
burdensome, and lead to difficulties for the experiment.® 

Furthermore, as consumers note that stocks are accumulating 
within the country, there will be a tendency for demand to be 
restricted to immediate needs. This action further aggravates the 
maladjustment by reducing the demand when an increase is ur- 
gently needed. Stocks begin to accumulate at a faster rate and the 
breakdown becomes more certain. 

If the plan is undertaken by a country that does not control the 
total world’s supply, the potential supply that might become 
available from outside areas must be considered. In 1922, when 
the Steveson rubber plan was adopted, the amount of rubber 
supplied from outside sources accounted for less than 34 per cent 
of the world’s exports; in 1927 this percentage had increased to 47 
per cent and in 1928, the year the plan was abandoned, had re- 
ceded only slightly to 42.2 per cent.® 

An attempt may be made to overcome this difficulty by including 
all the potential sources of supply in the restriction scheme, e.g., 
the rubber restriction scheme that had its inception in 1934 and 
the international tin agreement. However, although ‘“‘outside”’ 
sources of supply can be regulated by extending the control across 


5 The difficulties met in this situation are discussed below. 

6 That a similar difficulty may arise in the case of an international agreement was indicated 
by the experience under the Chadbourne plan. In that case, although the participating 
countries controlled less than 50 per cent of the world’s supply of sugar, they did control 
practically all of the sources of exports. However, production in outside sources increased 
and the percentage of the world’s supply controlled by the participants declined sharply. 
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national boundaries this step may lead to additional difficulties. 
Thus the possibility of disagreement among the signatory countries 
is a dangerous threat to the life of an international restriction 
agreement. The difficulties between Cuba and Java under the 
Chadbourne plan illustrate this potential danger. Dissatisfaction 
on the part of the low cost producing countries is also a problem 
to be faced and solved. 

The failure to provide a flexible quota system may be a me- 
chanical difficulty hindering the success of the control. In the 
Stevenson plan, the inelasticity of the quota system was an impor- 
tant factor contributing to its failure. The Chadbourne sugar 
restriction scheme faced a similar difficulty. Under that control, 
the agreement provided for automatic upward revisions of the 
quotas. However, when downward revisions were necssary new 
conferences had to be undertaken, with the difficulties that arise 
when nations sit around a table to bargain with each other. 

Finally, there is probably no greater difficulty than that of con- 
sumer resistance and the encouragement of the use of substitute 
products. This can be avoided only by a combination of a reason- 
able price policy and the steady flow of supply to the market. 
Although most of the previously discussed difficulties applied to 
only a few of the controls or could be circumvented by the adoption 
of additional measures, this is one problem that must be faced by 
every control scheme. Under export controls or internaticnal 
agreements, in which the chief consuming countries do not par- 
ticipate, this difficulty may prove an insuperable one if the prices 
increase to inordinately high levels. The outstanding case illus- 
trating this point was the Stevenson rubber plan which led to loud 
protests by the consumers in the United States.7_ The use of sub- 
stitute products under these conditions is also encouraged, e.g., 
one effect of the advancing price of rubber was an increased use of 
reclaimed rubber. 

The above analysis indicates the major problems that may be 
encountered when the mechanism of export quotas is used to con- 
trol the quantity available in the world markets. The necessity 
of imposing additional restrictions, the difficulties of completely 


7 Preliminary Report on Crude Rubber, Coffee, etc., United States House of Representatives, 
Report No. 555, 69th Congress, 1st Session (1926), p. 13. 
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controlling the supply, and the possibility of a consumers’ strike 
are all potential rocks upon which the ship of export control may 
founder. 

(2) Control of Exports as a Means of Fixing Domestic Prices. Con- 
trol over exports does not furnish a very effective device for fixing 
domestic prices. In essence, most of these schemes take the form 
of ‘“‘dumping measures.’’* If the commodity can not be sold 
abroad in the normal course of buiness, it would either have to 
remain at home and depress the domestic price or be dumped in 
foreign markets. In light of the widespread opposition to dump- 
ing, it is evident that this type of control may often lead to a strain 
on international relationships. 

Measures to increase exports usually take the form of export 
bounties. A bounty is paid to the producer on that portion of his 
output which is exported. This payment is made to offset the 
lower price which he receives for the product in the world markets. 
The encouragement of shipments through the payment of such 
bounties leads to a reduction of the supply available in the domes- 
tic market and enables the producer to obtain a higher price for 
his domestic product than he receives on his international sales. 
The Paterson butter control in Australia (1926-1934) was an 
illustration of this mechanism. In that case, the funds for the 
bounty were secured by a levy on the entire domestic production of 
butter. After operating for eight years, the experiment broke 
down because of evasions and the huge increase in production 
stimulated by the bounty.° 

These bounties may take several other forms, of which the 
better known are the equalization fee and import certificates. 
Under the equalization fee, which was used in Austria in a recent 
control over milk,!° ‘‘the surplus above domestic consumption is 
sold in the export market at the world prices and the loss is re- 
couped by a differential loan assessment on each pound or bushel 
which is sold by the farmer.”""! 


8 ‘*World Trade Barriers in Relation to American Agriculture,’’ Senate Document, No. 70, 
73rd Congress, 1st Session, 1933, p. 72. 

® Commonwealth of Australia, Parliamentary Debates (Senate), December 6, 1933, Volume 
143, P- $938. 

10 Sen. Doc. 70, p. 310. 

J.D. Black, Agricultural Reform in the United States, p. 232. 








200 JULES BACKMAN 


The import certificate is issued to the exporters of specified 
products. These certificates can be used to pay import duties, 
either on the same commodity, or if it is provided, on some other 
product. Thus the certificates have a value equivalent to the 
amount of duty for which they are tenderable. Since the certif- 
icates are frequently made transferable, the exporter has little 
difficulty in receiving cash for the certificates. There is a tend- 
ency for this type of control to stimulate both exports and imports. 
Exports are stimulated by the payment of the bounty, while 
imports are stimulated by the sale of the certificates at a small dis- 
count from their face value, thus lowering the cost of the im- 
ported product. 

The import certificate appears to have been first used in France 
at the beginning of the nineteenth century. The country in which 
it has found the most favor, however, has been Germany.!? In 
recent years, Austria has also adopted the import certificate and 
has used it for wheat, rye, barley, oats, and other commodities." 
If the import certificate can be used for the importation of products 
other than the one which has been exported, difficulties arise. An 
illustration of these difficulties is cited by Professor Black in his 
excellent analysis of this device. 


In 1906, Germany modified its provisions with respect to import certificates by permitting 
them to be used for other grain varieties than those exported, which had the effect of making 
them still more salable and of raising their value almost to par. It had one other effect 
which needs to be brought forcibly to our attention. With different tariff rates for the 
different grains, and the import certificates free to be used for any kind of grain, it proved to 
be a good business to export oats, upon which the duty was 17 cents per bushel and import 
feed barley upon which the duty was only 5 cents per bushel. As a result, oats production 
increased so as to exceed domestic demands. The rates on wheat and rye were such as to 
develop an export surplus of rye." 


The use of export bounties tends to lead to maladjustments in 
supply and demand which intensify the situation rather than re- 
lieve it. One result of the bounty is the tendency for the domestic 
production of the commodity to increase. Thus in the Paterson 
butter scheme in Australia, the domestic production of butter in- 


12 Op. cit., p. 382. Op. cit., p. 308. ™ Op. cét., p. 259. 
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creased rapidly during every year of the experiment and as a result, 
it became necessary to increase exports. !® 

That production should increase is a logical development since 
the producer is virtually guaranteed a high price for his product. 
With the increase of production, however, the problem of securing 
sufficient funds to pay the bounty arises. In the Australian butter 
experiment, the amount of the bounty had to be decreased as this 
problem became more pressing. 

The adoption of this type of control creates a tendency for the 
domestic price to rise with a resultant decrease in domestic con- 
sumption. Inthe Paterson butter plan, domestic consumption per 
capita tended to decrease during the life of the scheme. It mustbe 
remembered, however, that during a part of that period (1926- 
1934), the world was in depression, which undoubtedly contrib- 
uted to the decline. However, the likelihood of a decrease in 
domestic consumption if the price is raised in the domestic market 
can not be overlooked. When this situation develops together 
with the increase in production fostered by the measure, it is 
evident that there will be a tendency for the exportable surplus 
to increase by an amount equal to the additional production plus 
the decrease in consumption. 

From the above analysis it is apparent that export bounties 
benefit only the producer. The domestic consumer is adversely 
affected by the higher prices he must pay and very likely will 
become irritated with the knowledge that foreign customers can buy 
the product at a lower price than he can. 


II 


Import restrictions are used primarily to regulate commodities 
which the country does not produce in sufficient quantities to meet 
domestic requirements or in the production of which the country is 
relatively less efficient than other countries from which the good 
or commodity could be obtained. These import controls may con- 
veniently be divided into two groups: 

(2) Imports are allowed to come into the country without any 
limitation on the quantity, that is, tariffs, sliding scale duties, and 
similar devices. 


15 See Commonwealth Bureau of Census and Statistics, Official Year Book of the Common- 
wealth of Australia, Volume 24 (1931), pp- 537-541, and Volume 26 (1933), pp. 616-621. 
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(2) The amount of the goods that can enter into the country is 
fixed. This is a more positive method of control, and is illus- 
trated by import quotas and import monopolies. 

Among the methods of indirect price fixing, the tariff has been 
the most prevalent throughout history. Two types of cases can 
be briefly considered under this heading: A commodity which is 
on an export basis and one that is on an import basis. The extent 
to which the tariff is effective, as a price fixing device, depends 
upon which of these two conditions prevails. 

There will be a tendency for the producers of the tariff-protected 
commodity which is on an export basis to receive a higher price 
for the product sold in the domestic market than prevails in the 
world market. For the exportable portion of their supply, how- 
ever, they will receive the world price. The difference between 
the price in the domestic market and that in the world market will 
not be equal to the tariff duty that is levied. An illustration of 
a tariff under such condition is the import duty of 42 cents on wheat 
in the United States. 

For a commodity which is on an import basis, the tariff is more 
effective as a device for influencing domestic prices. Since the 
imports are needed to meet the domestic demand and under com- 
petitive conditions, the market is cleared at one price, the domestic 
supply will receive a price equal to the world price plus the tariff 
duty. When the imports are an important source of supply, the 
domestic price tends to fluctuate with the world price, although 
the level of the domestic price will be higher than the world price 
by an amount equal to the tariff duty. 

A mechanism designed to keep the price of imports at an un- 
changing level, and at the same time insure that changing condi- 
tions in the world market will not cause changes in the price of 
the imported commodity (unless the world price advances above 
the domestic price) is the sliding scale duty. Under this mech- 
anism, the duty on imported commodities is changed as the price 
of the product in the world market changes. The sliding scale 
duty applied by Chile to imports of wheat is a good illustra- 
tion of the operation of this type of control. 


The sliding scale system has been applied to wheat since January 1, 1931. On that date, 
a law went into effect establishing a sliding scale, based on the value of Chilean wheat, as 
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follows (conversions to U. S. currency being made at par): when Chilean wheat is selling at 
40 pesos per quintal ($1.32 per bushel), wheat may be free of import duties, when its value is 
39 pesos per quintal ($1.29 per bushel), the import duty will be 1 peso per quintal (3.3 cents 
per bushel), and this rate of duty will be increased 1 peso per quintal (3.3 cents per bushel) 
for each peso per quintal decline in value.® 


It is evident from the above illustration that the price of wheat in 
Chile could remain fixed at 40 pesos per quintal as long as the 
country remains on an import basis and world prices do not rise 
above that price. Under this method, the amount of wheat that 
can enter Chile is not directly limited except that it can not enter 
at a price lower than that fixed by the government. Similar 
duties have been levied by Austria on imports of livestock, by 
Argentina on imports of sugar, and Czechoslovakia for wheat, 
rye, barley, oats, and lard. 

A variation of the sliding scale principle is found in the balanc- 
ing fee, used by Czechoslovakia, in its control of the price of wheat. 
In that experiment, if the price of imported wheat, duty cleared, 
was lower than the minimum price fixed by the government, the 
Grain Syndicate ‘‘after approval by the Government must collect 
from the importers a balancing fee equal to the difference.’’ The 
results will be the same as those achieved by means of the sliding 
scale duty. This method merely differs from the sliding scale in 
that both a fixed duty and a varying fee are used to fix the price of 
the imported commodity. Unlike an unchanging tariff, the 
sliding scale duty does not allow changes in world prices to become 
effective domestically. If improvements in production technique 
cause a decline in price, the consumers in the restricting country 
may not receive the benefit of these improvements in the form of 
lower prices. On the other hand, if for any reason the world 
price should advance above the price fixed domestically, the con- 
sumer would be obliged to pay the higher price. In addition, if 
a world shortage should occur, there might be a tendency on the 
part of the exporting country to give other nations which had not 
imposed restrictions a first claim on the limited supply. Thus the 
effects of the shortage would be acutely felt by the domestic 
consumer who would have but limited possibilities of securing the 
needed supply even at a high price. 


16 Senate Document No. 70, p. 334. 
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The quantity to be imported can be controlled in several ways. 
The outstanding methods are import monopolies, as applied by 
Switzerland on flour and Czechoslavakia on wheat, and import 
quotas, as wheat in France and Portugal. 

Import monopolies have been described as follows: 


Import monopolies in the modern sense owe their existence to experiences of the World 
War when centralized buying was considered advisable. . . . In general, import monopolies 
buy home produced products at a higher price than the world price and import appropriate 
quantities of foreign produce at the world price. The total supply is then resold to the 
consumer at a price where the monopoly will break even. . . . 

. . . The operations of import or export monopolies do not function well in relation to 
organized markets. The import boards replace a large number of small buyers, purchase in 
large quantities at infrequent intervals and tend to affect the continuity of trading on organ- 
ized exchanges. Under such a system purchasing in foreign markets is subject to arbitrary 
decision of the import boards themselves, and this fact leaves the door open for the allocation 
of purchases to countries extending privileges in respect to other commodities.” 


One point may be added to the above analysis: The import 
monopoly is a more flexible method of control than either the 
quota or license systems. If changes in the amount to be im- 
ported are warranted, they can be more readily made and without 
the publicity usually attending changes in quotas. This point 
may be an important factor in maintaining international good-will. 

The import quota has been effectively adopted frequently in 
recent years. This method of control makes it possible to deter- 
mine the maximum quantity that may be imported. Of course, 
it is possible that imports will be less than this maximum but 
they may not exceed it. By limiting the quantity in this manner, 
the competition of imports with the domestically-produced 
product will tend to be reduced. Thus the domestic price can be 
fixed at a relatively high level without the danger of large imports 
being attracted into the country to depress the price. The disad- 
vantages of the quota system as compared with the tariff are in- 
dicated in the following analysis by Professor Robbins: 


The mechanism of quota regulation . . . excludes competing imports with greater efficiency 
than the tariff, for it places an absolute limit on the quantity of importations. To that 
extent, it is a more effective administrative instrument. But, in its indirect effects on prices 
and supply, and on the general trade position of the country . . . it has repercussions of a 





17 C. B. Davidson, “Recent Legislation Affecting International Trade in Farm Products,” 
Canadian Political Science Assoctation—Papers and Proceedings, May, 1933, Pp. 122-124. 
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sort which render its use in preference to the straight-forward tariff a matter of extreme 
dubiety. 

. . . the domestic price will tend to rise. How much it will rise, by how much it will 
differ from the world price, cannot be predicted in advance. This depends on conditions 
of demand which are not known. Here already, in the uncertainty of the price rise, is a dis- 
advantage as compared with the tariff. Much more important, however, is the possibility 
of more violent fluctuations. Under the tariff, the domestic price differs from the world 
price, but its fluctuations are similar. If there are local shortages or surpluses the pooling 
effect of the world market cancels them out. The price fluctuates with fluctuation of local 
supply. It is obvious that severe fluctuations are much more likely. The probability of a 
shortage or a glut in one source of supply is much greater than the probability of a shortage 
or a glut in all sources taken together.1® 


Import monopolies and import quotas differ from the tariff or 
sliding scale duties in that the latter place no restrictions on the 
quantity that can be imported. The theory is that the high tariff 
or duty will make it unprofitable to import the commodity and 
will thus prevent a flood of foreign supplies on the domestic 
market. However, under these conditions, there can be no exact 
control over the total amount of imports that will enter 
the country. 

In connection with methods of control over the quantity im- 
ported, just the reverse is true. All the emphasis is placed upon 
the quantity that is being imported and the result is an effective 
limitation of the quantity available in the domestic market. This 
type of control applies primarily to a commodity on an import 
basis and would be of little value in the case of a commodity on an 
export basis. For the latter type of commodity, the tariff, if 
fixed high enough, should be an adequate restriction against the 
inflow of large supplies of foreign goods. 

The effects of the use of import restrictions have been adequately 
stated as follows: 


The direct economic effects of import restrictions are well known and fairly simple. In 
the country which imposes the restriction the price of the commodity affected tends to be 
raised, consumption to be reduced, and production increased; imports are reduced by the 
amount by which production is increased. The effect in other countries is the opposite; 
price tends to be reduced, consumption increased, production reduced, and the exports of 
exporting countries are also reduced. The imports of importing countries other than the 
one which imposes the restriction tend to be increased as a result of the tendency to reduce 
the world price.1® 





18 Lionel Robbins, “The Planning of British Agriculture,’’ Lloyds Bank, Ltd., Monthly 
Review, November, 1934, pp. 463-464. 
19 Senate Document, No. 70, p. §7- 
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The use of import restrictions of the types discussed above is 
often prima facie evidence that the country is a relatively high 
cost producer of the protected commodity; otherwise the use of 
restrictions would be unnecessary. These measures result, in 
essence, in a tax on the consumer for the purpose of keeping the 
high-cost producers in business. The result is an increase in the 
cost of living of the consumer, especially where the protected com- 
modities are foodstuffs which are an important item in the cost of 
living of the low income groups. The end must necessarily be a 
smaller demand for the products of other industries, often domestic 
ones, with the consequent adverse effect on the entire domestic 
economy. 

The size of the country involved is an important factor in deter- 
mining how widespread the ramifications and reactions of the 
adoption of the various import measures will be. It is evident 
that if a country which is unimportant in size and in terms of world 
trade should adopt such measures, little effect will be felt through- 
out the world. Of course, if a large number of such countries 
should adopt similar measures, the total effect might become 
important. 

Another factor to be considered in connection with import re- 
strictions is the effect they have on the total foreign trade of the 
country setting up the restrictions. In order to sell abroad, a 
nation must in the long run buy abroad. But by setting up import 
restrictions, such goods are kept out of the country and it thus 
becomes impossible for other countries to buy the products of the 
country setting up the restrictions in the same volume as before 
the barriers were erected. 


Ii 


The purchase of surplus stocks to prevent them from exerting 
pressure upon price has frequently been adopted as a method of 
indirect price fixing. Stocks may be purchased either from pro- 
ducers or in the open market or may be accumulated and withheld 
from the market as a result of aloan program. (Some experiments 
have been a combination of both methods.) Since the purchase 
of surplus stocks does not decrease the total supply potentially 
available in the market, it tends to have a less decisive effect than 
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measures which deal with the regulation of imports or with the 
control of new supplies. 

Among the outstanding experiments in which stocks have been 
accumulated from the producer or in the open market are: The Fed- 
eral Farm Board’s attempt to control the price of cotton and wheat, 
coffee valorization in Brazil, the rice control in Japan, and the 
current tin restriction. Experiments in which stocks have been 
accumulated primarily through purchases from producers include 
sisal in Yucatan, and wheat in France. Experiments in which 
the purchase of the commodity in the open market was the main 
method of accumulating the supply include cotton in Egypt, wheat 
in Hungary, and grain in Czechoslovakia. 

Most of these controls have resulted in failure. The outstanding 
failures were the Federal Farm Board's experiment in cotton and 
wheat and certain coffee valorizations in Brazil. Egypt's cotton 
control also led to difficulties and had to be abandoned while the 
sisal control in Mexico resulted in a complete collapse of the 
industry. 

There are a number of difficulties which may arise to limit the 
successful operation of this method of control. If the plan is suc- 
cessful in raising the price, there will be a tendency for the quantity 
supplied to be increased and for the demand to be decreased. The 
incentive which a declining price gives to readjustment in supply 
and demand is lacking. The net result, as in the case of the Farm 
Board experiment, is that no curtailment in production takes place 
and larger stocks must be accumulated by the controlling agency. 

Whether the price rises or not, an important difficulty may be 
met in the buyers’ attitude towards new purchases of the com- 
modity. The knowledge that huge stocks are being withheld 
from the market may cause the buyer to reduce his demands in 
anticipation of lower prices. This caution tends to create a further 
maladjustment between supply and demand. Another difficulty is 
that if the supply is not fully controlled it will be impossible to 
maintain prices by withholding the portion of the supply that falls 
within the scope of the control, because similar goods, in all prob- 
ability, will be sold at lower prices by outside producers who are 
anxious to clear away surplus stocks. Since such controls are 
usually adopted at times when surplus stocks are accumulating 
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(otherwise, it would be unnecessary to put them into effect), the 
danger of a breakdown in the structure through sales by outside 
sources of supply is vitally important. 

The time factor is another consideration in all plans to withhold 
stocks from markets. Withholding stocks involves expense for 
storage and financing. As time passes, these charges tend to ac- 
cumulate with the result that it becomes necessary for the govern- 
ment to sell the stored goods at higher and higher prices if losses 
are to be avoided. Since this type of control, as we have seen, has 
a tendency to accentuate the large inventory conditions of a com- 
modity, it is evident that only by declining prices which will 
act to stimulate demand and decrease production (unless some acci- 
dental increase in demand takes place) can the problems of excess 
supply be solved. 

Still another problem arises when the government tries to dis- 
pose of the accumulated stocks of goods. In the Egyptian cotton 
experiment the producers of cotton objected very strenuously when 
the government attempted to dispose of the cotton which it had on 
hand. If the price is low, the outcries will be especially loud and it 
will be maintained that the government is engaging in competition 
with its citizens. If the commodity is a farm product, the strong 
political position of the farmer may deter the government from 
carrying out its selling program. Not only do difficulties arise if 
the government tries to sell its stocks in the home market, but they 
may also arise if an attempt be made to dispose of them in a foreign 
market. It might be supposed that the government would sell 
the accumulated stocks easily if the price of the community were to 
advance but even here the producers of the goods have on many 
occasions complained that government sales were preventing prices 
from rising as high as they otherwise would and that, therefore, 
the government was acting against their interests. Thus it is 
difficult to sell these stocks without causing dissatisfaction on the 
part of the group which has benefited most by the government’s 
action in accumulating the stocks. 

In this connection one writer has suggested: 

If such withheld supplies cannot be sold, they are as good as destroyed. In fact they 


would have to be destroyed in order to stop storage charges. To spend periodically large 
sums of the people’s money on produce which must be deliberately-destroyed is a rather 
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difficult policy to justify even in the name of agricultural income stabilization: It sounds 
economically foolish and ethically wrong.”° 


IV 


Government loans or loans by private corporations or individ- 
uals, guaranteed by the government, to producers or cooperatives 
is a form of marketing control. Through the granting of loans, 
the holding power of the producer is increased thereby making 
possible a reduction in the supply immediately pressing upon the 
market. Several outstanding experiments in which this method 
of indirect price fixing has been used are the Japanese silk stabiliza- 
tion plan in 1930 under which the Japanese government indemnified 
the bankers against losses incurred on loans to producers of silk; 
the Federal Farm Board loans to wheat and cotton cooperatives; 
the fourth Brazilian coffee experiment; and the 12 cent cottonloan 
plan in the United States during 1934-1935. 

The results of the attempts to control prices by this mechanism 
have usually been a failure. Under the Japanese silk stabilization 
loan plan, approximately 150,000 boxes of silk were pledged 
within three months. Despite this decrease in the supply imme- 
diately available for sale, the price of silk fell from 1,100 yen to 
850 yen during this period, and subsequently declined still further, 
as compared with the loan value of 1,250 yen per box.*!. The 
difficulties of the Federal Farm Board and its inability to control 
successfully the price of either wheat or cotton despite large loans 
is another well-known example of the failure of this device. Not 
only have these plans failed to fix prices, but the participating 
governments have suffered substantial losses. 

One of the problems arising in connection with loan programs is 
the tendency to fix the loan value of the commodity at an unwar- 
rantedly high level. This is not surprising since this device is 
usually adopted when prices are declining and the producers are 
in serious difficulty. 

Loans made under these conditions have a tendency to disturb 
supply and demand relationships. Production, unless it is con- 


20 William Drummond, ‘‘The Functions and Responsibilities of Governments in Agri- 
cultural Marketing,’’ Canadian Political Science Association Papers and Proceedings, May, 1933, 
Volume 5, p. 134. 


21 Trans Pacific, The Japan Advertiser, June 12, 1930, p. 18 and January 28, 1932, p. 14. 
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trolled, tends to increase since the producer is practically guaran- 
teed a profit of what he produces and with the funds received 
through the loans, he is able to take better care of his crops. On 
the other hand, if the experiment is successful in maintaining the 
price for a short period of time, as in the case of the 12 cent cotton 
loan plan, there will be a tendency for demand to decline sharply. 
Partially as a result of this cotton control (which also included 
many other mechanisms in addition to the 12 cent loans), exports 
of American cotton declined substantially during the fall of 1934 
and the early part of 1935. Domestic consumption also was re- 
duced and the use of substitutes encouraged. With these develop- 
ments a larger proportion of the inventories tend to be turned over 
to the government with the result that the government may be- 
come the largest single holder of the commodity. 

Another problem which may arise is the development of a state 
of uncertainty. The market becomes subject to all kinds of rumors 
that the loan will be increased or decreased or abandoned entirely, 
with consequent fluctuations in prices. In the 12 cent loan plan, 
one such rumor was enough to cause the price to decline more than 
2 cents below the loan value of the cotton. Conditions such as 
these are not conducive to a smooth-running business machine. 

From the above analysis, it can be seen that under the loan 
schemes adopted for the purpose of fixing prices there is a tendency 
for the loan value to be fixed at an artificially high level, for large 
losses to be incurred by the governments involved, for maladjust- 
ments between supply and demand to become intensified and for 
the market to be overrun with uncertainties. 

In the foregoing discussion four types of marketing controls 
and the various difficulties which may arise to complicate their 
successful operation have been considered. While some of these 
difficulties may be overcome by the institution of other devices 
of control (that is, accumulating inventories may be prevented 
by the adoption of production control), others, such as consumer 
resistance, can only be avoided by a carefully conceived admin- 
istrative policy which takes into consideration the interests of 
both producers and consumers. 
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I 


The influence of the protective tariff policy upon the progress of 
the American merchant marine may not be apparent on first 
thought. Its influence is indirect in its operation and, therefore, 
tends to escape the attention of those who give only superficial 
consideration to the subject. Yet there is reason to believe that the 
protective tariff policy as applied by the United States is not only 
in conflict with the policy of the country with respect to the de- 
velopment of a merchant marine, but has also been one of the 
forces contributing to the failure of that policy to achieve its aims. 

At the end of the World War the American merchant marine 
occupied an important place both in American foreign trade and in 
world shipping. The period since the World War has been marked 
by a very considerable decline in American shipping as is shown by 
Table I. 

The adoption of the year 1920 as a basis of comparison does not 
mean that it represents a normal year in American shipping his- 
tory. That year is selected because it marks the adoption of a 
policy, on the part of this country, designed to encourage the 
further development of the American merchant marine.' By the 
Merchant Marine Act of 1920 funds were provided for liberal con- 
struction loans to American citizens for ship construction.? The 
Jones-White Act of 1928 provided additional encouragement in the 
form of mail subventions.* 

The decline of American shipping, in view of these efforts, lends 


1U. S. Shipping Board, Fifth Annual Report, p. 16. 

2 Code of Laws of the United States, in force December 6, 1926, Title 46, Chapter 24, Sections 
866, 870, 878, and 890. 

3 U.S. Statutes at Large, Vol. 41, Part I, p. 692. 
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emphasis to the fact that the lack of progress has been due to com- 
petitive conditions in world shipping rather than to the policy 
followed by the government with respect to American shipping. 
Upon these competitive conditions the tariff policy of the country 
may exercise a considerable influence. 

The ability of American ships to compete in world shipping de- 
pends in part upon the costs which such ships must meet. Shipping 
costs are of two classes. The first class of costs grows out of, and is 
directly related to, the original investment in ships. This group 
is frequently referred to as ‘‘fixed charges.’’ Included under this 
head are such items as interest on capital investment, depreciation, 
and insurance. The second group of costs is composed of those 
arising out of the operation of ships and handling of cargo. In- 














TABLE I 
Deciing or AMERICAN SHIPPING SERVICE 1920* 
1920 1935 
Total world shipping in gross tons...................- 57 314,065 64,576,612 
Total American vessels over 100 gross tons............. 16,019,289 12,852,250 
U. S. tonnage registered for foreign trade.............. 9,924,694 4,560,089 
Value of U. S. water-borne foreign commerce...........| $11,874,997,809] $2,690, 885,554 
Percentage carried in American ships.................. 42% 36.2% 





* Source: U. S. Department of Commerce, Merchant Marine Statistics, 1935. 


cluded under this head are such items as port and harbor dues, 
stevedoring, wages to seamen, fuel and supplies, and repairs. 
With reference to the first group of costs, American ship-owners 
suffer a disadvantage in competition with foreign-built ships. 
Studies of comparative construction costs in this country and abroad 
indicate that construction costs are considerably higher in the United 
States than abroad. Figures given by Alfred H. Haag in a Report 
to the Merchant Marine Planning Committee of the United States Shipping 
Board on the Handicaps Against American Ships Engaged in Foreign 
Trade in 1926 showed that on the same type of ship American 
construction costs exceeded British construction costs as much as 
50 to 60 per cent. A more recent study made in 1932 by W. B. 
Ferguson, Consulting Engineer for the United States Shipping 
Board, makes the differential between British and American con- 
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struction costs much less. According to this report American con- 
struction costs exceed British construction costs from 15 per cent 
in the case of large liners to 54 per cent for certain types of smaller 
vessels. These facts indicate that operators of American-built 
ships are at a disadvantage in competition with foreign-built 
ships because of higher fixed charges for interest, depreciation, and 
insurance, due to higher construction costs in this country. 

It is only fair to point out, however, that Americans can buy 
foreign-built ships, register them under the American flag and 
thereby escape this handicap. However, they very seldom do so 
for two reasons. First of all, foreign-built ships are prohibited 
from engaging in the coastal trade of the United States. Second, 
foreign-built vessels were not eligible for mail subventions under 
the Merchant Marine Act of 1928. 

It remains to inquire how far the higher construction costs in 
this country are due to the protective tariff. Upon this question 
no direct answer can be given. Before the protective tariff can 
be held responsible for the higher cost of shipbuilding in the 
United States, two facts must be shown: first, that the prices of 
shipbuilding materials are higher in this country than abroad; and 
second, that the higher price of such materials is due to the pro- 
tective tariff. There is some evidence, however, to the effect that 
prices of some shipbuilding materials are higher in this country 
than abroad. In a study made in 1925 by the National Council 
of American shipbuilders it was found that the prices of structural 
steel, copper sheets, paint, chain cable, manila rope, cement, bronze 
propellers, and batttleship linoleum were higher in this country 
than in Great Britain.§ 

Of the materials mentioned whose prices were higher here than 
abroad, only structural steel constitutes a large item in the 
cost of materials. The extent to which import duties affect the 
price of steel in this country is very difficult to determine. The 
United States is both a large producer and an exporter of steel. 
In normal times the price of ship plates and structural steel is as 


*U.S. Shipping Board, Data Relating to Shipbuilding Costs Differential, issued by the Bureau 
of Construction, B. C. Report No. 103. 

5 National Council of American Shipbuilders, Wages and Other Employment Conditions of 
Shipyard Labor in Foreign Countries, Exhibit XV of the Supplement. 
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low at the points of production in the United States as in foreign 
countries. The United States suffers a disadvantage, however, 
because production points are located farther from shipyards than 
mills in Germany or England. Consequently material costs are 
increased by greater transportation costs. 

In the period since the World War steel prices in this country 
have usually been higher than abroad. By way of illustration the 


























TABLE II 
CompaRATIVE STEEL Prices in Cents pER Pounp* 

DATE en nne Geen | ve GERMAN SHIP PLATES 
June 4, 1925 2.00-2.10¢ 1.84-1.95¢ 1.48-1.52¢ 
June 6, 1927 I.7§-I.90 1 .65-1.73 1.28 
June 7, 1928 1.7§-1.90 1.66-1.77 1.42 
June 6, 1929 1.95 1 .66-1.76 1.62 
June 12, 1930 1.7O-1 .7§ 1.60-1.85 1.11-1.18 
May 21, 1931 1.65 1.60-1.81 0.78 

*Source: Iron Age, passim. 
TABLE III 
CoMmPaRATIVE Steet Prices per Lonc Ton* 
| AMERICAN STRUCTURAL BRITISH SHIP PLATES GERMAN SHIP PLATES 

_— SHAPES F.0.B. PITTSBURGH DELIVERED DELIVERED 
June 4, 1925 $45.92 $49.06 $40.10 
June 6, 1927 40.88 44.36 35-19 
June 7, 1928 40.88 44.80 38.30 
June 6, 1929 43 .68 44.80 41.79 
June 12, 1930 38.53 45 -03 31.04 
May 21, 1931 36.96 44.58 23.97 

















* Source: U. S. Tariff Commission, Summary of Tariff Information, 1929, on the Act ot 
1922, p. 654. 


following prices, in cents per pound, taken at random from Iron 
Age, are quoted in Table II. Foreign quotations are calculated on 
the basis of an exchange rate of $4.86 per pound sterling. 

The difference between the cost of American and foreign steel can 
be seen to better advantage if prices are reduced to a “‘per ton’”’ 
basis and the cost of transporting European steel to the United 


6 Abraham Berglund, Ocean Transportation, p. 248. 
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States is added to the price. In the tabulation in Table III prices 
are computed on the basis of a long ton of 2240 pounds. Where 
the price quotation for a given date varies, the average for the 
given date is used. Also the foreign price is increased by $6.50 
per long ton, since this amount is the estimated cost for trans- 
porting steel from European centers to this country. 

In 1927 the cost of transporting structural shapes from Pittsburgh 
to New York was given at $7.62 per long ton.” If this amount be 
added to the F.O.B. price at Pittsburgh, it will be found that the 
cost of American structural steel delivered is greater than the cost 
of European structural steel delivered in New York, if no tariff 
were applicable. 

These figures indicate that the tariff has enabled American steel 
producers to hold up the price of steel in this country. This con- 
clusion is borne out by two authorities who have made a rather 
extensive study of,the question.* To the extent that the tariff 
has increased the cost of steel to the American shipbuilder, it has 
operated as a handicap to our merchant marine by increasing fixed 
charges in the form of interest, insurance, and depreciation. The 
extent of this handicap cannot be readily determined. 

In view of the foregoing facts it is probable that, while the 
protective tariff increases the cost of some shipbuilding materials, 
the amount of such increase is not a serious handicap to American 
shipping. There is evidence, furthermore, that other factors play 
a considerable part in the higher construction costs in American 
shipyards. For example, labor cost constitutes a much larger 
proportion of the total construction cost in American shipyards 
than in British shipyards.° 

Still another influence contributing to high construction costs in 
American shipyards is the lack of standardization in ship design. '° 
By the adoption of certain standards as to types and sizes of vessels 
it is possible to gain many of the advantages of mass production, 
but Americans have not adopted such methods to the same extent 
as European shipbuilders. 


7 Abraham Berglund and P. G. Wright, The Tariff on Iron and Steel, p. 69. 
8 Ibid., p. 130. 

9J. E. Saugstad, Shipping and Shipbuilding Subsidies, pp. 22-23. 

10 Abraham Berglund, Ocean Transportation, p. 248. 
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Thus, while the protective tariff is probably a contributing 
factor to high construction costs and thereby to high fixed charges 
for American-built ships, it is not the only factor nor even the 
most important factor. 

When we turn to those costs of the shipping business which 
grow out of the operation of ships and the handling of cargo, there 
is no reason for believing that such costs are affected by the pro- 
tective tariff except in the case of repairs. It is true that such 
operating expenses as wages to seamen and subsistence are higher 
on American vessels than on foreign vessels, !! and that these higher 
costs constitute a definite handicap to American shipping, but 
there is no reason to hold the protective tariff responsible for such 
costs. 

In the case of costs for repairs, however, the situation is different. 
Under the Tariff Act of 1922, American vessels must have repairs 
made in American ports or pay a tariff duty of 50 per cent ad val- 
orem upon the cost of such repairs. This duty may be remitted or 
refunded where there is evidence that repairs made abroad were 
necessary to enable the vessel to proceed to an American port in 
safety.!2 Repair costs are made up in part of labor costs and in 
part of material costs, the proprotion depending upon the nature 
of the repairs to be made. But it has already been shown that 
labor costs are higher in American than in foreign shipyards. 
Consequently American vessels face higher charges for repairs than 
their competitors who can have repairs made abroad. This fact 
is of some importance when we consider that repairs constitute 
from 4.6 to 13.8 per cent of total operating costs in the shipping 
industry. ! 


Il 


The protective tariff may affect the competitive position of 
American ships in still another way. Competitive conditions in 
shipping are tremendously affected by the ability of ships to secure 
revenue-paying cargo. A further examination of the nature of 
shipping costs will reveal the significance of this fact. Most of 


11 Saugstad, op. cit., p.26. See also Department of Commerce, Merchant Marine Statistics, 
published annually. 

22 U. S. Ship. ing Board, Eighth Annual Report, 1923, pp. 49-50. 

13 Berglund, op. cit., p. 238. 
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the costs, borne by ship operators, fall into the class of constant 
costs. Such costs are largely independent of the volume of traffic 
carried by the vessel. Furthermore, these costs are incurred both 
for the outgoing and the return voyage while revenue-paying cargo 
may be carried largely in one direction. 

It is easily seen that such costs as taxes, depreciation, interest on 
investment, rentals, and insurance are largely independent of the 
volume of cargo carried by the vessels. Careful examination, 
however, will reveal the fact that a considerable part of the operat- 
ing expense is independent of the volume of traffic. 

Operating expenses are subdivided into two groups. One group 
is incurred in connection with the obtaining and loading of cargo, 
while the other group is incurred in connection with vessel opera- 
tion.'4 The former group is referred to as shore expenses and in- 
cludes such items as maintenance of terminal facilities, stevedoring, 
harbor dues, advertising, and maintenance of offices. The second 
group may be designated as vessel operating expense and includes 
such items as wages and salaries to officers and crew, subsistence, 
stores, fuel, repairs, and insurance of cargo. 

It is difficult to secure accurate data as to the relative proportion 
of the total costs which each item comprises, since the proportions 
will vary for each individual line or ship. However, vessel 
operating expenses are usually a larger part of the total than are 
shore expenses.'* Most of the items falling under the head of 
vessel operating expense are fairly constant in character. For 
example, the handling of a vessel requires a minimum crew whether 
the vessel sails with full cargo or in ballast. The same will also 
be true with respect to subsistence. Likewise, the fuel consumed 
by a vessel carrying a full cargo would not greatly exceed that used 
by a partly loaded vessel or a vessel sailing in ballast. To the ex- 
tent that repairs are due to carrying heavy cargoes, or to the number 
of voyages made by the vessel, they may be said to vary with the 
volume of traffic. On the other hand, repairs may be required 
because of bad weather or because of general wear and tear, which 
take place even when the vessel moves in ballast. In the latter 
case, there is little relation between the volume of traffic and the 


4 Tbid., p. 234. 
18 Tbid., pp. 234-235. 
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cost of repairs. Thus nearly all of the vessel operating expenses 
are largely independent of the volume of traffic carried, and are in- 
curred both for the outgoing and for the return voyage regardless 
of whether full cargoes are carried in both directions or not. Certain 
of these costs, such as fuel and stores, do vary, however, with the 
number of voyages a vessel makes, and with the length of the 
voyage. 

When we turn to shore expenses we find them more closely re- 
lated to the volume of traffic. The cost of stevedoring will vary 
rather closely with the amount of traffic to be carried. Certain 
minimum terminal facilities will need to be maintained regardless 
of the volume of traffic; but with increased traffic additional facili- 
ties must be provided. Thus provision for terminal facilities is a 
cost item that is related, in part, to the volume of traffic. 

While no exact figure can be given as to the proportion of costs 
which are wholly or partially independent of the volume of traffic, 
enough has been said to show that it is rather large. In view of 
the fact that these costs operate in both directions it is of no small 
concern to the ship operator that his ship be able to secure full 
revenue-paying cargo both on the outward and on the return 
voyage. 

It is at this point, however, that American ship operators are 
again at a competitive disadvantage. Anexamination of many of 
the important trade routes over which American shipping oper- 
ates reveals the fact that a large part of the traffic moves in one 
direction only. In some cases the exports from the United States 
greatly exceed the imports to the United States while over 
other routes the reverse situation prevails. These conditions are 
to be explained, in part, by the nature of the trade between the 
countries and the stage of economic development in each. But in 
the case of those routes over which the exports from the United 
States are greatly in excess of the imports to this country, there is 
reason to believe that the protective tariff is in part responsible. 
The above condition is illustrated by the figures in Table IV on 
imports and exports in terms of cargo tons moving over cer- 
tain routes. 

These figures indicate the lack of balance between exports and 
imports over these lines. Ships operating over such lines must 
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make the return voyage either with partial cargoes or in ballast. 
Thus, while their costs operated in both directions, vessels were 
able to carry full revenue-paying cargoes in only one direction. 
It is in order at this point to ask whether American shipping 
suffers to a greater extent from this handicap than does the shipping 
of competing countries. Evidence at hand points to an affirmative 
answer to this question, at least in certain cases. The preéminence 
of Great Britain in the shipping world has been attributed largely 
to the fact that she has an unusual balance between export cargo 
and import cargo.'® She achieves the balance largely through her 
export of coal. British imports consist largely of foodstuffs and 








TABLE IV 
Exports AND Imports, Carco Tons, Movinc over Serecrep Trape Routss, ror 1934* 
rasne novrE =, | se. 

1. North Atlantic to Havre-Hamburg.................... 1,829,270 1,013,917 
2. North Atlantic to United Kingdom... ore 922,202 695,970 
3. Gulf to North Europe, Baltic and Hevee- ‘Hamburg. psiesics 3,371, 00% 265,450 
4. Pacific Coast to United Kingdom Havre-Hamburg and 

BIE 6 ico ssioresncit chow vvceensekaue neuen eee 1,303,690 286,390 
5. Gulf to South Europe and Mediterranean and Black Sea..| 1,778,061 34,486 
6. Geb ep Unieed Gh «o.oo dosnt asses senasen nc 1,715,822 67,929 
7. South Atlantic to North Europe and United Kingdom... 436,009 219,271 
eee ee 1,004,452 285, 401 
OM ee errr ee 5 072, 302 773509 











* Source: Quarterly Reports of the U. S. Department of Commerce on Imports and Exports 
of Commodities by United States’ Coastal Districts for 1934. 


raw materials for manufacture, both of which are bulky products, 
while her exports are largely manufactured goods having high 
value in proportion to weight. Normally under such conditions 
there would be a lack of export cargo for British vessels. British 
vessels are able to fill out their cargoes by carrying coal exports. 
Australia, China, and Japan secure a balance between imports 
and exports in much the same way. The United States, however, 
does not benefit from that fact because, as has been shown above, 
our export cargo to each of these countries greatly exceeds our 
import cargofrom them. Thus American vessels carrying the trade 


16 Ibid., p. 390. Also U. S. Tariff Commission, Dictionary of Tariff Information, p. 49. 
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of the United States with these countries suffer a handicap in com- 
parison with vessels of other nations carrying the trade between 
these countries and other ports of the world, since they are unable 
to earn up to their capacity, due to their inability to secure full 





cargoes in both directions. 


Ii 


If we proceed to examine the character of the trade over these 
routes we find considerable evidence to indicate that these condi- 
tions, if not due to the protective tariff, are accentuated by it. 
Such an examination reveals three outstanding facts. 
place, the leading exports of many of the countries involved are 


In the first 











TABLE V 

Leapinc Exports or Great BriTAIN, 1931* 

connoosry somes tases | vatug oy meer 
OE BNO 650: 55.< «css vaneacaeeemen enone $170, 467,000 | $2,686,000 
eee gals nine s0s-3 ac sinnig aegae BUR Ta eee Rees 158,253,000 
NS ovis ree ioep aoge bates ne eonded oa ieata Rien 150,754,000 2,259,000 
ee ER Oe ee ee as 138,714,000 1,706,000 
II 0.48 dics. boob echo ee eweeerecovisiewelmacnenien’ 49,755,000 999,000 
2 EE Ee te ren a er ee 49,721,000 
TIE Rocins 5cich wh ras 0s canon ernie Demeaee eee 475757 ,000 











* Source: U. S. Department of Commerce, Foreign Commerce Yearbook, 1933, Pp. 144-146. 


manufactured goods of rather high value. In the second place, 
only a very small proportion of such exports are sent to the United 
States. In the third place, most of the articles under considera- 
tion are subject to heavy tariff duties if imported into this country. 

In order to show these facts we shall present figures showing the 
leading exports of various countries, together with the amount of 
each coming into the United States, after which we will examine 
the tariff rates on those articles, especially where there is a very 
large export of certain goods only a small part of which comes to 
the Unites States. While the data given here are for years during the 
depression, the writer has compared these years with pre-depression 
years and found that the depression has made little change in the 
relative position of the various exports of the countries under con- 
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sideration or in the proportion of such exports coming to the 
United States. 

The trade between the United States and the United Kingdom is 
especially marked by an excess of export traffic over import traffic. 
In Table V the principal exports of Great Britain are given in order 
of their importance for the year 1931 together with the amount 
of each coming to the United States. 

It is evident from the above tabulation that Great Britain sends 
us very small quantities of her leading exports. All of these 
exports are subject to heavy tariff duties when imported into this 
country, except ships and coal. Reasons have already been given 
for our failure to buy ships abroad. With coal the United States 
is already well supplied. Furthermore our position as the greatest 
producer and exporter of machinery in the world would probably 
preclude the import of that commodity even in the absence of im- 
port duties upon that commodity. 

In the case of cotton piece goods, cotton yarns, chemicals and 
dyes the situation is different. These commodities are subject to 
rather high tariff duties when imported into this country. The 
duties on cotton goods vary considerably, depending upon the kind 
of goods but the lowest ad valorem rates under the Tariff Act of 
1930 afe Io per cent and frequently the higher duties amount to 50 
or even 60 per cent ad valorem. Duties on cotton yarns range from 
5 per cent to 37 per cent ad valorem. In the case of chemicals and 
dyes the rates run still higher. With respect to these industries, 
the United States does not occupy such a preponderant position 
in world production as in the case of machinery and it is highly 
probable that the tariff serves to exclude importation to some ex- 
tent, thereby contributing to the lack of balance between export 
cargoes and import cargoes. 

When we turn to French exports we find a similar situation as 
shown by the tabulation in Table VI. 

With respect to these statistics, it is to be observed that of the 
major French exports cotton fabrics, paper, and cardboard are the 
only exports of which the United States bought any considerable 
quantity in 1932. In the years before the depression, however, 
the United States bought considerable amounts of silk fabrics, 
woolen fabrics, clothing, and lingerie from France. This is prob- 
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ably explained by the fact that Paris is the fashion center of the 
world and in times of prosperity Americans of the wealthy class 
buy goods of this sort regardless of price or amount of tariff duties. 
It is interesting to note that in times of depression the buying of 
such articles is considerably reduced. This would indicate that the 
tariff is not the principal factor affecting the import of such com- 
modities. With respect to other major exports such as chemicals 
and dyes, machinery, wool, iron and steel, sugar, and automobiles, 
the export to the United States is negligible. 

In the case of machinery it has already been pointed out that the 








TABLE VI 
Lzapinc Frencx Exports, 1932* 
COMMODITY . “aa VA nr i mg PORT 
Bi INN GOOB on doco ce ceccsnacwudsco ebeeatees $48 , 313,000 $1 ,031 ,000 
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* Source: U. S. Department of Commerce, Foreign Commerce Yearbook, 1933, PP. 43-45. 


protective tariff probably is not primarily responsible for non- 
importation. The same is true in the case of automobiles. With 
respect to other French exports, there is reason to believe that the 
tariff interferes with their importation into this country. Atten- 
tion has already been called to the duties on chemicals and dyes. 
Wool is another French export carrying high duties when imported 
into this country. Under the Tariff Act of 1930 wool was subject 
to a duty varying from 24 to 35 cents per pound depending upon 
the quality of the wool. Such rates, to say the least, are high and 
go far to explain the non-importation of French wool. 

Turning to our trade with Germany, we find the leading exports 
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together with the amounts sent to the United States in 1932 in 
Table VII. 

From the above figures it is apparent that Germany sends us 
negligible quantities of her principal exports except in the case 
of chemicals. It should be pointed out in this case, however, that 
certain chemicals such as potassium, potash and nitrate compounds 
used in the manufacture of fertilizer are on the free list. Of such 
chemicals we imported $5,180,000 worth in 1932,!7 which 
accounts for nearly half of the chemical import from Germany. 
Of the other important German exports all except coal are subject 


TABLE VII 


Leapinc Exports or GERMANY, 1932* 
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“Source: U. S. Department of Commerce, Foreign Commerce Yearbook, 1933, pp. 50-60. 


to heavy tariff duties when imported into this country, and the 
United States receives only a small proportion of such exports. 
The very fact that some of these commodities are imported into the 
United States in the face of protective tariff duties indicates that 
more would be imported if the tariff were removed. Thus the tariff 
serves to intensify the lack of balance between export traffic and 
import traffic in our trade with Germany. 

By applying the same type of investigation similar conclusions 
are reached with respect to the trade of Denmark, Belgium, and 
The Netherlands. Likewise, these same principles are shown by an 
examination of our trade with China, Japan, and Australia where, 


17 U. S. Department of Commerce, Foreign Trade of the United States, 1932, p. 92. 
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again, our export traffic greatly exceeds our import traffic. The 
leading exports of all these countries, with few exceptions, are 
subject to rather high tariff duties when imported into the United 
States and this country receives relatively small proportions of such 
leading exports. The principal exception is found in the case of 
China and Japan. The most important export from each of these 
countries is raw silk which is on the free list in the United States. 
Both China and Japan send a large part of their export of raw silk 
to the United States. 


IV 


While the foregoing facts indicate that the protective tariff acts 
as a handicap to American shipping by iniensifying the lack of 
balance between export traffic and import traffic, they do not indi- 
cate the extent of the handicap. There is no way by which we 
can measure the effects of the protective tariff on the balance be- 
tween incoming traffic and outgoing traffic over the lines upon 
which American shipping operates, because there is no way of 
knowing the extent to which the protective tariff prevents im- 
portation of the commodities under consideration. This much 
remains clear, however. Over certain lines there is a considerable 
excess of export traffic over import traffic with the result that 
American ships operating over these lines must make the return 
voyage with either partial cargoes or in ballast. This is a distinct 
disadvantage to them because many oftheir costs remain constant 
while their operating revenues are diminished. 

In the next place, while these conditions may not be entirely due 
to the protective tariff policy, they are at least intensified by that 
policy. An examination of the trade over the lines where these 
conditions prevail, shows that the United States receives very small 
proportions of the leading exports of these countries and that their 
exports are subject to high tariff duties when imported into this 
country. 

In conclusion, we may say that the protective tariff policy as 
now applied by the United States acts as an obstacle to the progress 
of American shipping in two ways. First, it tends to increase 
certain of the costs borne by the shipping industry. Second, it 
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tends to reduce the earning capacity of American ships operating 
over certain lines. 

In stating these conclusions, the writer is aware of the fact that 
many other factors affect competitive conditions in the shipping 
industry and the ability of a country to develop a large merchant 
marine. Among these factors are the opportunities for earning 
larger returns upon the investment of capital in lines of production 
other than shipping. Likewise the existence of a favorable bal- 
ance of trade, including the so-called invisible items of trade, may 
make it more difficult for a country to export the service of ship- 
ping. The adoption of a policy to maintain a higher standard of 
living for seamen on American vessels than that maintained on 
foreign vessels may be disadvantageous. Furthermore, foreign 
countries have been willing to subsidize their shipping more 
heavily than the United States, and in some cases this action has 
worked to the detriment of American shipping. Still other factors 
might be named. The author's purpose, however, is not to give a 
complete list of the factors affecting the American shipping in- 
dustry, but rather to call attention to the protective tariff as one 
of these factors, and one that has received very little attention in 
the past from those who have framed the commercial policies of 
the country. 
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These five books are as different as any group that could properly 
be gathered into one review. The justification for treating them 
together must come not from any similarity of purpose, subject 
matter, or quality, but from the varied light which they throw 
upon the central problem of money. They vary in their attitude 
from that of yearning back to the theoretical comfort of the gold 
standard to that of a vigorous faith in the international monetary 
new deal. 

All of the writers except Whittlesey labor under a fear and 
cordial dislike of ‘‘artificial inflation.’’ The difference in the 
meaning of this phrase from one book to another is interesting. 
McCracken, who seeks to show the relation between value theory 
and business cycle theory, gives about half his book to the value 
of money rather than the value of goods. He examines proposals 
for the issue of paper money, propounded by John Law, Proudhon, 
the Greenbackers, Ford, and others, in order to reveal the theories 
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of the value of money implicit ineach. He concludes, in general, 
that all are inflationary in character. To McCracken, inflation is 
the printing of paper money. 

Walker, whose book is a somewhat rambling discussion of the 
fundamental principles of banking reform, based upon his experi- 
ence in the sales financing business, looks upon bank credit as in- 
flation. ‘‘Bank credit,’ he says,‘ is a simulacrum of real money”’ 
(p. 17). He recognizes such credit to be necessary, but only as a 
temporary substitute for money. When its maturity is extended 
to a period long enough for it to be transmuted into consumers’ 
incomes, the only possible result is inflation. 

Phillips, et al., have written a scholarly and well organized 
treatise on the relation of central banking to the depression. They 
consider the Federal Reserve System, or any central banking sys- 
tem, to be the chief source of inflation. That their meaning of 
inflation is not confined to the effects on the price level will be 
shown presently. 

To Edie, who has given us a rather anxious-sounding phillippic 
against the present policy of the United States, England, and 
France, inflation means the prevalence of easy money since the 
departure from the gold standard. It is a state of mind of govern- 
ments and peoples, brought on by the experience of the depression 
and by unbalanced governmental budgets. He fears that the 
necessary controls such as high interest rates will be lacking to 
inhibit the next boom. 

Only Whittlesey is serene about the way things monetary are 
going. His book is a very careful examination of the claims of the 
gold standard and the alternative possibilities of a free exchange 
system, in which each national money would be allowed to seek 
its own competitive level in the world markets, and to change that 
level according to the play of supply and demand forces. He finds 
much evidence that free exchange rates will stabilize domestic 
price levels and production, and will not disturb even international 
trade as much as an attempt to maintain gold would do. Gold has 
been the chief cause of inflation and deflation in the past, and our 
emancipation from gold is the beginning of stabilization. 

Thus we have inflation meaning paper money, bank credit, 
central banking, going off the gold standard, and staying on the 
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gold standard. If we are to make sense out of this tangle of ideas, 
some deeper issues must be raised. Price theory, production 
theory, savings theory, and income theory, all are involved. 
Walker, for instance, thinks that when bank credit reaches the 
consumer directly or through the medium of the business man, and 
is spent by the consumer as a part of his income, then he bids for 
consumer goods against those who receive incomes in a more 
natural manner, and prices must rise. This is rather naive, be- 
cause credit which is extended to anyone, such as, to merchants, 
manufacturers, or the government, enables the borrower to bid for 
materials and labor. Walker would prefer that consumer credit 
be financed from others’ savings, so that the total income is not 
increased thereby. This saving, he thinks, should either. be in 
the form of the capital fund of sales financing companies, or 
savings deposits in the banks. Phillips goes deeper, and declares 
that not only consumer credit, but all credit, should increase no 
faster than in proportion to the growth of savings. This is a 
common modern view, and he is able to cite much authority for it. 

Just why so much weight should be placed on the amount of 
savings is not clear. The excessive emphasis on savings as the 
mainspring of economic activity goes back to Adam Smith, of 
course, but its underlying assumptions are seldom stated. Savings 
are anti-income,—that is, if voluntary, they are a refusal to spend 
and enjoy income and, if involuntary, a failure to receive income. 
Thus there is a direct clash between those who think that savings 
condition prosperity, and those who think that spending condi- 
tions prosperity. The former theory rests upon the assumption 
of a continuously full employment of all labor and resources. Any 
creation of capital goods necessitates a withdrawal of production 
from consumers’ goods, which means abstinence. The spending 
theory, on the other hand, recognizes that labor and resources are 
seldom if ever fully utilized. Which is the more realistic theory? 

Under the spending theory, credit extension does not need to 
be supported, in fact is better if not supported, by an equivalent 
amount of saving at the time. This credit does not force up the 
price level except just enough to make profitable the fuller use of 
men and materials in production. Its main effect is upon the 
quantity of production, not upon prices. Phillips is right in 
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stressing the tendency of credit to increase goods (especially 
capital goods) rather than price levels. He expresses the desire to 
find a rapprochement of diverse theories, and to some extent he has 
found it. The two main theories of the cycle in the past have 
been the monetary and the production theories. The former con- 
nected the changes in the quantity of money and credit with the 
changes in the price level, from which in turn flowed the stoppage 
of production. The latter, however, found in savings the source of 
changes in capital goods and production, leading to overproduc- 
tion and depression. The modern rapprochement connects the cause 
in the former, namely the change in the quantity of money and 
credit, with the effect in the latter, namely the change in the 
construction of capital goods. Both price level changes and 
savings may be considered as correlated phenomena of lesser im- 
portance. Phillips does not, of course, go quite this far. 

What, under the spending theory of prosperity, are the limits to 
the expansion of production? Under the gold standard, the 
exhaustion of reserves is an automatic check, as Phillips and Edie 
both emphasize. Under the present system (which Edie calls the 
‘‘gold quotation’’ standard) this check is declared to be of mini- 
mum influence. We must, therefore, rely upon more fundamental 
forces, such as (1) bottlenecks, or the complete utilization of 
certain strategic types of skill, materials, or equipment, (2) the 
amount of consumers’ spendable incomes, and (3) the limitations 
of consumption habits and buying customs. The approach of the 
first of these limits would be recognized by the rise of prices, not 
of all goods, but of the bottlenecks. This price rise is only a 
symptom, not a cause, of the slowing up of the advance. The 
real limit is physical, the amount of such strategic factors imme- 
diately available. There is in this force no occasion nor cause for a 
slump into depression, but merely a brake upon the rate of rise.. 

The real cause for the slump comes rather in the rise of produc- 
tion first of capital goods and then of consumers’ goods, faster than 
consumers’ incomes and consumers’ customs will take them off the 
market. The cure for the shortage of income would seem not to be 
more saving, but more spending and a higher wage. Credit exten- 
sion and the flexibility of modern production, together with the 
physical and mental separation of the producers from their mark- 
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ets, make possible a spurt of growth far beyond the ability of the 
consumer to assimilate the increase of products, and a crash occurs. 
Consumption, perhaps necessarily, grows more slowly than pro- 
duction could, and tries, to advance. 

The solution generally proposed is that of a fall in prices. 
McCracken makes much of this, claiming that the rigidity or 
““stickiness’’ of prices under conditions of shifting supply and 
demand, or in a time of increasing efficiency, is a main cause of the 
slump in production. He cites some United States Department of 
Agriculture figures which show that the commodities which 
decreased most in price in the depression, decreased least in pro- 
duction, and vice versa. Phillips also belabors the same point, 
and he might have quoted many recent books as agreeing with 
him. They demand that prices be reduced, and ordinarily go on, 
as do McCracken and Phillips, to demand that wage rates also be 
reduced in order to allow production to increase. This second 
demand reveals the flaw in their thinking. Prices should come 
down in relation to what? Values are relative, and a general fall 
of values is not easily conceivable, so that the demand must be 
confined to a general fall of prices rather than values. If it is a fall 
of prices relative to gold that they want, then devaluation would 
seem to be the simplest way out. But this is not the acceptable 
solution to this school. Rather, they seem to want a fall of 
prices relative to debts, which would increase the debt burden 
and force many bankruptcies. Such is a questionable way to per- 
petuate prosperity. 

Properly, of course, prices should fall relative to consumer 
incomes. This can be accomplished through a fall of prices with 
stable incomes, or a rise of incomes with stable prices, or perhaps a 
faster fall of prices than of incomes. The hue and cry that has 
been raised by McCracken, Phillips, and many others, to the effect 
that wage rates should come down in order to increase employ- 
ment and ultimately total wages, is on the wrong track, because, 
if production increases proportionately with employment, then 
the drop in wage rates means that the total purchasing power will 
increase more slowly than production. Only if production in- 
creases more slowly than employment, or if prices come down 
proportionately with wages, will the theory work, and there is 
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little proof or likelihood that either of these would happen. It 
must be borne in mind that a general fall in either prices or wage 
rates is quite different in its effects from a fall in only part of the 
field. There is little reason to think that a general fall in prices 
and a proportionate fall in wage rates would have any stimulating 
effect on demand. Thus McCracken’s figures from the United 
States Department of Agriculture fail to prove his point. 

As a remedy, Whittlesey proposes that foreign exchange rates 
and gold ratios be made perfectly flexible, and if certain domestic 
prices are rigid, let the domestic economy adjust itself to them. 
This rigidity is a safeguard against inflation. Edie’s solution is 
for fixed exchange rates and gold ratios, but flexible interest rates. 
Walker would provide fixed, or at least carefully regulated, maturi- 
ties for loans, one hundred per cent instant convertibility of bank 
credit into money at maturity dates, and, rather surprisingly, a 
flexible price for gold. Phillips and his associates would provide 
a rigid rate of growth of credit, equal to the growth in population. 
This is certainly desirable, except that an allowance for an increas- 
ing standard of living needs to be included. The growth of pro- 
duction should be tuned to the growth of consumption customs. 
Phillips and McCracken, as has been noted, suggest flexible prices 
and wage rates. None of these solutions seem adequate, if the 
above analysis has validity. Credit control, price control, pro- 
duction control, and the increase of consumers’ incomes all would 
seem to be indicated. 

Of the five books here reviewed, McCracken, Phillips, and Whit- 
tlesey are weightiest. No attempt is made here to cover the entire 
contents of any book, but rather to bring out their points of com- 
parison. For a cross section of modern thought on money and 
credit in its relation to the business cycle, the reading of all five 
is recommended. 


Money and Banking. Edited by Major B. Foster and Raymond 
Rodgers. New York: Prentice-Hall, 1936. Pp. xiv, 704. 
$5.00. 

A new textbook for the college course in money and banking 
inevitably invites comparison with its competitors. The dis- 
tinguishing feature of Foster and Rodgers’ new volume is its 
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emphasis on banking, with a consequent minimizing of the dis- 
cussion of money. 

The first three chapters (85 pages) describe money, credit, 
monetary standards and the history of monetary developments in 
the United States. The following eighteen chapters (423 pages, 
or 62% of the total) deal with banking history, commercial bank 
Operations (11 chapters, 245 pages), the Federal Reserve System, 
the (New York) money market and five foreign banking systems. 
Foreign exchange and foreign trade finance take up two chapters, 
and five chapters are devoted to non-commercial banking: con- 
sumer finance, savings banking, mortgage banking, fiduciary 
services and investment banking. The concluding chapters are 
entitled “‘Money, Credit, and Prices’’ (21 pages!) and ‘‘Banking 
Trends.”’ 

Many teachers will find the treatment of money too brief, and 
the description of commercial banking operations too extended. 
The first three chapters on money are excellent but condensed and 
the same is true of the eleven-page discussion of bank notes in 
chapter 12. The short chapter on ‘‘Money, Credit, and Prices’’ 
is necessarily inadequate. In fact, the brevity of the treatment of 
money almost invalidates the title of the book. Further criti- 
cisms from the viewpoint of the ‘‘orthodox’’ money and banking 
course ate the omission of any history of the development of 
Federal Reserve powers, structure and policies, and the lack of an 
adequate discussion of the policies and the problems of credit 
control. 

The authors’ discussion of commercial banking, on the other 
hand, is excellent. Here, as throughout the book, the description 
is factual and detailed rather than theoretical and general, and the 
exposition is clear and concise. Each chapter is followed by a 
group of excellent review questions and by several problems based 
on the preceding discussion. 

If the authors had discussed the value of money and the question 
of credit control as adequately as they treated commercial banking, 
their volume would become an outstanding text for money and 
banking courses. 

University of Florida Harwoop B. Do.BEare 
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The Ancient World. By Wallace Everett Caldwell. New York: 

Farrar and Rinehart, 1937. Pp. xvii, 590. $3.75. 

There has long been a real demand for an up-to-date ancient 
history suitable for both general readers and for underclassmen in 
college. Such a book needed to be fully abreast of modern schol- 
arship and also dominated by the newer historical ideals which 
sacrifice anecdotal and episodical detail to social, intellectual and 
cultural history. 

Professor Caldwell’s compact but lucid text fills this gap in our 
literature most competently indeed. The book is well-propor- 
tioned, giving proper attention to the all-important oriental 
beginnings and devoting sufficient attention to cultural and insti- 
tutional history. Though Professor Caldwell’s personal interests 
lie in Greek history, he has successfully resisted any temptation to 
give disproportionate attention to the Hellenes. 

The book is clearly written and is admirably equipped with 
pedagogical devices well-designed to make the book satisfactory 
as a text for beginners in the study of the history of civilization. 
It is amply illustrated with well-chosen pictures. In all physical 
aspects it is a successful example of textbook making. 

Economists will find Professor Caldwell’s manual very useful 
as an introduction to ancient economic history. He makes clear 
the fact that the foundations of material culture were laid by 
primitive peoples, and especially by the orientals. The world 
advanced little beyond their achievements here until the Industrial 
Revolution of the ¢ighteenth century. The economic activities 
of the Greeks are competently analyzed, and the economic and 
commercial basis of Greek politics and diplomacy made clear. 
The economic factors in the decline of the Roman Republic are 
fully presented, as well as the economics of Roman imperialism. 
The fundamentally economic basis of the decline and disintegration 
of antique culture is adequately emphasized. All in all, college 
students are to be congratulated on being able to utilize so attrac- 
tive and informing a text. 

New School for Social Research Harry Ermer Barnes 
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The Commerce of North Carolina, 1763-1789. By Charles Christopher 
Crittenden. New Haven: Yale University Press, 1936. Pp. x, 
196. $2.50. 

The New Orleans Trade Area. By S. A. Caldwell. Baton Rouge: 
Louisiana State University Press, 1936. Pp. 24. 

The writing of American economic history has long suffered 
from a variety of major defects, chief of which are: lack of accurate 
information, too close adherence to single viewpoints or one-sided 
theories of development, and a tendency to combine groups purely 
on the basis of geographical or temporal contiguity. These 
deficiencies have resulted in failures to perceive significant differ- 
ences which have played important rédles in the economic evolution 
of states, regions, and even of the nation as a whole. 

Dr. Crittenden’s careful study of commerce in North Carolina 
during the important transitional period, 1763-1789, is a contribu- 
tion of the much needed sort. It brings to our attention important 
information about a state that has been long over-looked and 
neglected by general historians, and also renders no small service 
towards the clarification of some of the broader issues that have 
been much treated but not too well. Dr. Crittenden shows that 
North Carolina was developing an economic structure quite unlike 
the types that were dominant in neighboring Virginia and South 
Carolina. That she was simply a weak Southern ‘‘staple’’ state 
is an inaccurate characterization. The failure of the plantation 
system to take root to any great extent, the growth of the small 
farmer class, and the development of a varied commercial activity, 
made North Carolina almost a non-Southern state. With regard 
to wider issues, the study adds significantly to our information 
about colonial merchants and their British connections and the 
matter of trade regulations. Those interested in early economic 
activity around the inlets, sounds, and rivers of eastern coastal 
North Carolina will find a large amount of information in Dr. 
Crittenden’s book. 

Dr. Caldwell’s pamphlet contains a brief summary of the chief 
factors bearing upon the economic history of New Orleans, to- 
gether with a statement of the present trade position of the city. 
It is to be hoped that Dr. Caldwell will expand both of these 
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phases of his study. The history of New Orleans is one of the 
most important segments in the economic history of this continent. 
University of North Carolina Mitton S. Heats 


Business Ethics. By Frank Chapman Sharp and Philip G. Fox. 
New York: D. Appleton-Century Company, 1937. Pp. xi, 316. 
$2.25. 

The Economics of Consumption. By Charles S. Wyand. New York: 
Macmillan Company, 1937. Pp. xiii, 565. $3.50. 

The Miégratory-Casual Worker. By John N. Webb. Research 
Monograph VII. Washington: Works Progress Administration, 
1937. Pp. xix, 128. 

Was ist vom Geburtenruckgang zu halten? By August Lésch. Wiirt- 
temberg: Heidenheim-Brz., 1932. Pp. 169. Rm. 4.40. 

The works here under review have in common the fact that the 
conclusions set forth in each rest upon certain ethical presupposi- 
tions which are either taken for granted or ignored. 

The first work, the product of a philosopher and an economist 
and the outgrowth of a course in business ethics given at the Uni- 
versity of Wisconsin since 1913, is a textbook concerned with the 
ethics of buyer-seller and inter-competitor relationships. Under 
‘‘fair service’’ the authors treat commercial coercion, misrepresen- 
tation, persuasion, contracts, buyer-seller obligations, and 
manager- and stockholder-responsibilities within the corporation; 
under ‘“‘fair treatment of competitors,’’ the morality of various 
methods of competing and meeting competition; under ‘‘fair 
price,’ the determinants of ‘‘fairness’’ in the pricing of goods, 
services, and ideas; under ‘‘moral progress in the business world,”’ 
factors shaping business morality and methods whereby the level 
of business morality may be raised. The authors pose many 
concrete cases and present and appraise the legal determination of 
such cases. 

The authors accept the competitive system, however imperfect, 
as preferable to any practicable alternative. Although they insist 
that only such transactions are justifiable as ‘‘are in harmony with 
the end which the [competitive] system exists to secure,’’ they 
do not clearly formulate this end and often fail to present their 
solutions of cases in terms of this end. Moreover, they often 
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neglect to state their cases and analyses in terms of economic 
theory. They stress the intended rather than the actual results of 
transactions, but fail to determine with sufficient precision the 
obligation of a business man to foresee results. Despite these 
general shortcomings—shortcomings difficult if not impossible to 
avoid in a classroom work of this sort—the subject matter and 
method of treatment make the book a useful instrument which 
will probably increase ‘‘honorable dealing.”’ 

Professor Wyand’s study, concerned with the ethical and other 
aspects of consumption economics, impresses the reviewer as the 
best available classroom text for a course in consumption eco- 
nomics. It is not to be confused, however with the more erudite 
cultural and sociological studies of consuniption, and does not 
pretend to besuch. About half the book deals with the biological, 
sociological, commercial, etc., determinants of consumer choice 
in the present American economy. The rdle and function of the 
consumer is fully treated, stress being placed upon the relation 
between consumer behavior and the efficiency with which the 
nation’s resources are being used. In a final section the author 
deals with levels and standards of living and with techniques 
whereby norms of living may be established. The author has had 
access to the files of Consumers’ Research, Inc. Although he 
looks upon the consumer as the step-child of our commercial 
economy, he points out that his lot can hardly be greatly improved 
unless he ceases being inert and takes seriously his obligation to 
act intelligently and rationally. A comprehensive discussion- 
provoking ‘‘enabling act for a department of the consumer, to 
protect, foster, promote and develop the welfare of the ultimate 
consumers of the United States, and for other purposes’’ is 
appended. 

Dr. Webb's study is based upon 500 work histories of migratory- 
casual workers in 1933-34. The findings are not only well indexed 
but nicely summarized in maps and tables. Information is sup- 
plied relative to the types of work engaged in by this class of 
workers, the economic and personal causes of migratoriness, the 
itineraries, earnings, and general economic lot of the migratory- 
casual workers. The general assumption of the author is that 
state interference is necessary if the migratory worker is to be 
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made of maximum usefulness to himself and to the community. 
Dr. Webb concludes that the migratory-casual worker is 


an underemployed and poorly paid worker who easily and frequently becomes a charge on 
society; ... that the most promising means of reducing the intensity of the problem is 
employment office direction of migratory-casual workers, supplemented, during periods of 
depression, by publics works projects to absorb the surplus. . . . Unemployment insurance 
will benefit the migratory-casual worker indirectly by reducing the pressure of resident 
workmen on the labor market served by the migrant. 


The persistent decline in the birth rate and the rate of natural 
increase in most countries has been accompanied in recent years 
by a steady increase in attention to the alleged economic and social 
consequences of this decline. Dr. Lésch’s study, completed in 
1931, is a theoretical and statistical analysis of the effects of the 
decline in natality upon foreign trade, technical progress, per 
capita income and its distribution, capital formation, the political 
and cultural life of peoples, the probability of war, etc. Consid- 
erable statistical materials on population trends and their effects 
are included. One chapter is devoted to an analysis of the concept 
of an “‘optimum’’ population. The author's treatment of the 
various topics discussed is concise and suggestive rather than 
exhaustive. Our inadequate knowledge of the functional rela- 
tionships among the many variables involved makes it difficult 
to appraise any treatise on population questions wherein the na- 
ture of the relationships assumed is not clearly stated. Ina study 
of this sort it is especially important that authors state their 
ethical postulates in appraising or endeavoring to predict non- 
economic consequences. 

Duke University JoszpH J. SPENGLER 


Taxation and Public Policy. Edited by Paul Studenski. New 

York: Richard R. Smith, 1936. Pp. 267. $3.00. 

The authors of this little volume have been more concerned with 
financial policy of government than with tax theory or revenue 
statistics. Attention to public budgets, debts, expenditures, and 
even currency policies has not been neglected in order to emphasize 
taxation. In this sense the title understates the scope of the essays. 

Generally, but not invariably, each of the dozen essays concerns 
various phases of public finance. Indeed, the introductory mate- 
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rials present a general theory as to the place of government finance 
in modern economy. The chapters on “‘American Federal Fi 
nance’’ and ‘‘American State Finance’’ again illustrate the general 
character of the discussions. From another viewpoint, the char- 
acter of the volume may be said to be that of an interpreter of 
public finance and (especially) financial policy to the general 
reader—as distinguished from a study primarily for social 
scientists. 

Although there is no attempt to unify the theoretical back- 
grounds of the various authors, it is fair to say that the symposium 
as a whole represents a liberal viewpoint; that the writers em- 
phasize social, rather than technical revenue, objectives; and 
that pronouncements on policy tend to stress underlying political 
and economic purposes at the expense—sometimes to the neglect — 
of practical administrative considerations. The viewpoint of 
the several authors is illustrated—though scarcely exemplified— 
by the following quotation from Studenski’s ‘“Tax Program for 
the Future’’: ‘Instead of merely conforming with the changes 
occurring in the social order, taxation should induce them. Of 
all the peaceful means of bringing about a new social state, taxa- 
tion is the most patent one. It should be used not merely as an 
expedient to raise revenue, but as a positive force for social re- 
construction.” 

The distribution of emphasis is explained in part by the fact 
that the several chapters were originally prepared as articles for 
publication in the Nation. They are reprinted in this volume with 
considerable revision and particularly with the addition of val- 
uable statistical data, prepared in the main by the editor. 

James W. Martin 

Kentucky Commissioner of Revenue 


Pioneers of American Economic Thought In The Nineteenth Century. 
By Ernest Teilhac. Translation by E. A. J. Johnson. New 
York: Macmillan Company, 1936. Pp. xi, 187. $2.50. 
Professor Johnson has made a careful, precise translation of 

Professor Teilhac’s fairly complete and evaluative study of the 

systems of economic thought developed by Daniel Raymond, 

Henry Carey, and Henry George. The author presents the con- 
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tent and presuppositions of the three American economists, shows 
in what respects their views were shaped by the economic opinions 
of the leading English and French writers, and in a sense tries to 
“‘explain’’ the systems of the Americans. While his ‘‘explana- 
tion’ is good as far as it goes, it requires to be complete a more 
detailed study of the lives of the Americans, of the contemporary 
historical situation as it influenced them, and of the rather con- 
siderable body of Ricardian doctrine current in the early nine- 
teenth century. 

Teilhac accredits Raymond with restoring the influence of the 
state to economic theory, saying that he was responding as a 
unique personality to the current American scene. While his 
opinions exercised little direct influence, they reappear in part in 
the works of Sismondi, List, and Effertz. Carey did not reject 
the liberalism of the classical writers but merely the pessimistic 
aspects of their doctrines; he drew heavily from Adam Smith 
and J. B. Say. The similarity between many of the opinions of 
Carey and Bastiat indicates not plagiarism but the common in- 
spiration each drew from Say. Henry George synthesized the 
English and the French traditions and thus both revitalized polit- 
ical economy and prepared a base whereon socialistic and com- 
munistic theories could be built. 

In a closing chapter devoted to the cycle of American economic 
thought Teilhac states (without offering proof) that it reacted 
against the facts in the nineteenth century in adopting the English 
form and the French substance; that, having been crushed by facts, 
it has now become servile to facts and lost intellectual boldness. 

Josepu J. SPENGLER 

Duke University 


NRA Economic Planning. By Charles Frederick Roos. Colorado 
Springs, Colorado: Cowles Commission for Research in Eco- 
nomics, 1937. Pp. xxii, 596. $5.00. 

In this bulky book Dr. Roos, sometime Director of Research, 
NRA, attempts to “‘reveal the more important fundamentals in 
the evolution of NRA policy.’’ After introductory chapters 
discussing the evolution of the NRA idea, the creation of the 








240 BOOK REVIEWS 


NIRA, personnel and administration, and the evolution of general 
policy, come chapters devoted to the following aspects of NRA 
economic planning: hours of work, shorter work week, wage 
changes, collective bargaining, costs and cost formulas, open 
prices and terms of sale, price experiments, fair trade practices, 
the small business man, increased purchasing power, and a con- 
cluding chapter of additional evaluations. 

The study is unique in that it contains the observations and 
reflections of a trained economist intimately concerned with the 
day to day problems of NRA policy from the birth of the organiza- 
tion to September 1934, well over a year later. 

The treatment of NRA policy is distinguished by the attention 
given to chronology as well as to the economic analysis, per se. 
It is not unlikely, however, that the work’s chief interest for the 
present reader, as well as its claim to enduring value, may come 
from the author's vital, and sometimes spicy, discussion of impor- 
tant events, situations, and confidential data known to but a few 
of those intimately connected with the determination of NRA 
policy. 

The ardent advocate of economic planning will not derive much 
comfort from this book. Although Dr. Roos was sympathetic 
toward the NRA attempt to improve upon certain features of 
American economic life, he protested against many of the methods 
proposed and used to achieve the objective. The author's eco- 
nomic analysis is highly critical. His discussion of each of the 
‘“policies’’ of the NRA concludes, almost without exception, that 
the effect was either (1) so small as to be insignificant, (2) was 
zero, or (3) was probably pernicious. For instance, (p. 131) 
“In view of the uncertainties arising from codes and the jerky 
stimulating and retarding effects, it now seems reasonable to 
conclude that the NRA did not aid economic recovery in the 
United States.”’ 

The author believes (p. 81) the NRA was virtually doomed from 
its beginning because of (1) the nature of the economic problem, 
(2) the difficulty in securing efficient and honest personnel, (3) 
the necessity of making decisions acceptable to a politically minded 
cabinet board, (4) pre-NRA promises to labor and industry, (5) 
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inadequate or lacking statistics, (6) interdepartmental strife, and 
most important, (7) the removal of the public works program 
from the jurisdiction of the NRA. 

There is some room for criticism in matters of judgment. For 
example, it is stated that one reason for the failure of NRA was 
the separation from it of the public works program. Given 
certain of Dr. Roos’ statements, for example, that at least half 
of the NRA staff were thoroughly incompetent, a good case can 
be made for the belief that, if NRA had administered the public 
works program, its alleged failure would have been greater. On 
page 442 occurs the surprising thought that inflated agricultural 
land values result in high assessed values, which results in burden- 
some taxation! The critical specialist will doubtless wish that 
the frequent statement ‘‘Source: NRA Confidential Report’’ had 
been replaced with a more detailed statement of such considera- 
tions as the manner by which the statistics were secured, the nature 
of the sample employed, and the important matter of definition. 

The appendix contains the texts of the National Industrial 
Recovery Act, the Cotton Textile Code, the decision of the Su- 
preme Court in the Schechter case, and other pertinent materials. 

The volume is a decidedly valuable addition to literature on the 
NRA and on economic planning. 

CuartTon F. Cuute 

Federal Emergency Administration 


of Public Works 


The Economics of Open Price Systems. By Leverett S. Lyon and 
Victor Abramson. Washington: Brookings Institution, 1936. 
Pp. xii, 165. $1.25. 

This book, one of a series dealing with various phases of pricing, 
is a concise and understandable scholarly discussion of a movement 
which seems to be gaining ground in this country at present, the 
late NRA and demands for similar legislation, the Robinson- 
Patman Act, and demands for legislation to permit the fixing 
of resale prices attesting to this fact. Sixty per cent of the space is 
utilized in outlining the history and the significance of open price 
systems in our economic system and to an examination of the im- 
portant economic and social implications; the remainder in a 
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discussion of the several problems to be faced in trying to devise 
socially useful pricing systems, the most important being the filing 
and dissemination of information and the method of administra- 
tion. The historical matter contains brief statements of opinions 
of authorities, the Federal Trade Commission, and the Supreme 
Court. The economic issues are the effects of open price plans 
on competition, on the stability of prices and production, and 
on the competitive position of small business units. Throughout 
the study the authors emphasize the social usefulness of open price 
plans—the effects which they are likely to have on the allocation 
of the productive resources of a country. The appendix contains 
a tabulation of NRA open price plans. 

On some questions the authors state their own convictions; 
on others they outline the economic possibilities but state that 
existing data do not warrant the making of precise generalizations. 
When used by an industry open price plans are only one of several 
factors affecting it, and the results depend much upon the precise 
provisions of the plan used, it is claimed. The general conclusions 
with respect to the economic issues are that open price plans may 
either lessen competition or greatly facilitate it, that they have 
little significance in promoting stability of either prices or produc- 
tion, and that they contain both competitive advantages and dis- 
advantages for small business units. The authors are of the 
opinion that open price plans can be socially useful in some indus- 
tries. It is stated that they have a place only in industries in 
which some degree of freedom of enterprise is regarded as socially 
desirable and that they are socially desirable in some of these 
because they would improve competitive practices, either lessen- 
ing discrimination or reducing monopoly. The authors also 
consider it necessary to have a governmental agency to watch over 
the operation of pricing systems. 

Duke University Cuaries E. LANDON 


Social Security. By Maxwell Stewart. New York: W. W. Norton 
& Co., 1937. Pp. xii, 286. $3.00. 

Old Age and the Social Security Act. ByThomasL.Norton. Buffalo: 
Foster and Stewart Publishing Corp., 1937. Pp. 115. $1.00. 
Although the Supreme Court has spoken, the term ‘‘social 
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security’ means little to the average American. To many it 
means simply $30 a month as an old age pension. To some it 
means relief for the unemployed. A few link the term with an 
understanding of social insurance. A greater number relate this 
term—social security—to the large-scale expenditure of public 
funds. For each of these groups, these two volumes afford a 
graphic picture of the causes of economic insecurity and the nature 
of the American effort to combat them. 

Mr. Stewart devotes the first third of his volume to a depiction 
of the causes of insecurity—unemployment, the death of the 
breadwinner, accidents, low incomes, and old age. In the second 
section, he turns to America’s answer to the ravages of insecurity — 
the Social Security Act of 1935. In the final third of this volume, 
he prescribes a program to provide security for the future. 

The keynote of this evaluation of the Social Security Act is 
found in the following sentence. ‘‘In the last analysis,’’ Mr. 
Stewart writes, ‘‘the argument for social security must rest not on 
economic but on humanitarian grounds.’’ He criticizes the Social 
Security Act sharply because “‘a very conscious and deliberate 
attempt has been made to build up a system of social insurance 
on the same principles as are used by private insurance companies.” 
The goal, to his mind, is not insurance in the actuarial sense, nor 
relief; it is comprehensive social protection of the individual. 

Mr. Norton's small, paper-bound volume, as its title indicates, 
confines itself to a narrower field—old age dependency alone. To 
cate for the aged, the Act establishes not one method, but two. 
First, it offers federal support to the states to provide assistance to 
their needy aged. Second, it establishes a federally administered, 
contributory program whereby the aged will receive benefits 
related in amount to their previous individual earnings, and 
irrespective of their need. The aged person will receive these 
benefits as a right, arising from his contributions over a period of 
years, rather than from the benevolence of a paternalistic gov- 
ernment. 

Mr. Norton is sharply critical of the contributory program of 
protection against old age dependency. He describes the law as 
a hastily considered enactment. He criticizes the Act for its 
failure to provide for a government contribution to the provision 
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of security for the aged. He criticizes, too, the establishment of 
a huge reserve fund for the payment of old age benefits. 

These are all popular criticisms for which Mr. Norton can claim 
no originality. This fact is attested to by their inclusion in Mr. 
Stewart’s volume as well. They are, too, criticisms which are 
valid only in part, if at all. The truth of the matter is that the 
Social Security Act was the result of a year’s study of a well- 
rounded staff of experts, was repeatedly reviewed by a committee 
of cabinet members, and was the subject of Congressional consid- 
eration for no less than seven months. During almost three 
months, the House Ways and Means Committee held daily meet- 
ings to consider this legislation. 

It is true that the government does not directly contribute to 
the contributory old age program. Yet the government does con- 
tribute directly to meeting the costs of old age dependency. In- 
deed, its annual contribution already exceeds $200,000,000. Criti- 
cism of the reserve features of the contributory old age benefits 
program is especially popular. It has entered the realms of catch 
phrases and even partisam politics. Say what the critics may, 
the present reserve method of financing old age benefit payments 
is the only truly ‘‘pay-as-you-go"’ system. Until, too, the groups 
eligible to receive benefits are broadened, the reserve method will 
remain the most equitable. 

America needs much education on social problems. The average 
citizen needs education as to the meaning of social security. To 
this end these books contribute. There is urgent need, however, 
for another book to present the philosophy and an explanation of 
the Act itself, and those who drafted it. Unfortunately, the 
supporters of the Act have been so busy putting it into effect that 
they have said nothing in its defense. The critics alone have had 
their say. 

Joun J. Corson, 32D 

University of Richmond 


The Recovery Problem in the United States. By the Brookings In- 
stitution. Washington: Brookings Institution, 1936. Pp. xiv, 
709. $4.00. 

This study of the recovery problem in this country is another 
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in the series of important volumes published by the Brookings 
Institution under a grant from the Falk Foundation. It is the 
joint work of many members of the staff of the Institute of Eco- 
nomics, including Moulton, Leven, Pasvolsky, Hardy, and others. 
Despite the numerous collaborators, the volume is remarkably 
free from the inconsistencies frequently found in such cooperative 
undertakings. 

The first part of the study is devoted to a survey of depression 
and recovery in the leading countries. There is an excellent 
description of the maladjustments arising after the war that did 
so much to intensify the recession of 1929 to 1931 and to convert it 
into the crisis and severe depression of 1931 to 1933. There will 
be many to disagree with the authors on the question whether 
recovery began in 1932 or in 1933. The contributors to this study 
are inclinedto emphasize the importance of the intermittent ad- 
vances made in 1932. One wishes that Mitchell’s recent study 
were cited in this connection, for his reason for accepting 1933 as 
the turning point seems convincing: that more series reached low 
points in March of 1933 than at any other time. 

The second part of the study will unquestionably be of greatest 
interest to American economists. The discussion of the readjust- 
ments in this country from 1929 to 1936 is of great help in clarify- 
ing the fundamental problem: what must be done to bring about 
fuller employment and production. The chapter on employment 
is enlightening. The estimates of unemployment made by various 
groups, including the American Federation of Labor and the 
National Industrial Conference Board, are critically analyzed and 
revised. The chapter on accumulated needs in durable goods is 
unusually well done. There are also chapters on government 
finance, readjustment of private debt, interest rates and credit, 
and international economic and monetary relations. In all, this 
second part is by far the best part of the study. 

Consideration is given to the readjustments required for recovery 
which constitutes the third part of the study. In brief, the 
authors regard stability of government finance, including a bal- 
anced budget at a lower level of expenditure, cooperation in inter- 
national trade and monetary relations, and the maintenance of 
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approximately the present work week, as the principal conditions 
required for continued recovery. 

The appendices contain important data on production, employ- 
ment, and finance that should be helpful to readers who have 
occasion to make frequent reference to the facts on depression and 
recovery. In all, this is one of the most useful volumes on the 
great depression that has been published in this country. 

E. M. Bernstein 

University of North Carolina 


Problems in Labor Relations. By Herman Feldman. New York: 

Macmillan Co., 1937. Pp. xxix, 353. $2.75. 

From his own wide experiences and from the experiences of 
other experts in labor relations Professor Feldman has compiled 
a volume of problems for use in introductory or advanced labor 
courses. It is claimed that such an objective approach to labor 
relations encourages “‘the vaguely sociological person to attack a 
problem more realistically, more precisely, and more independently 
than by just reading about it. It leads the narrower and more 
practical individual to view a situation more broadly and socially 
than by uncritical acceptance of ready made solutions.” 

The seventy problems, many of which include three or four 
separate cases, cOver major questions regarding wages, hours, 
working conditions, labor regulations, old age, unemployment, 
the personal environment, group relations, unions, and labor law. 
The cases appear well selected as representing actual problems 
about which employers, unions, or governmental agencies must 
make decisions. 

Not the least valuable parts of the book are the foreword and 
appendices. The foreword, entitled ‘‘an introduction to the prob- 
lem method of study,’’ explains not only the pedagogical value of 
that method but also gives an excellent explanation for the un- 
initiated student and teacher as to how to get the most from the 
case method of instruction. 

Appendix A gives “‘some elementary principles of analysis and 
their application in the study of problems.’’ These excerpts from 
a memorandum prepared by the author should prove invaluable to 
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any undergraduate really wishing to apply scientific methods to a 
subject capable of producing so much heated, biased discussion. 
Appendix B is a brief but excellent reference and reading list from 
which a student can obtain much of the data needed for discussing 
the problems. 
Frank TRAVER DE VYVER 
Duke University 


Industrial Relations in Urban Transportation. By Emerson P. 
Schmidt. Minneapolis: University of Minnesota Press, 1937. 
Pp. xxi, 264. $3.00. 

This comparatively short study attempts to give not only the 
history of industrial relations in urban transportation but also an 
analysis ‘‘of the growth and problems of one of the more important 
urban public utilities."’ Probably because the book essays so 
much, both parts appear sketchy. The author explains that 
Professor Commons and Professor Perlman ‘“‘have consistently 
taken the view that no problem can be studied successfully in 
isolation.’” This view is undoubtedly correct, but to spend 117 
out of 255 pages on background material seems almost to “‘out- 
Commons’’ Commons himself. 

Despite this criticism of its coverage, the study should be of 
value to labor economists and to citizens and officials charged 
with the maintenance of industrial peace. Herein is presented a 
case study of a union that has met and solved most of the difficul- 
ties now confronting newer unions, and likewise the study of an 
industry that rather generally bargains collectively with its em- 
ployees. 

The urban transportation industry, once known for long hours 
and low wages, saw the beginnings of organization in the ‘nineties. 
The new union met with employer opposition, with opposition 
from rival unions, with injunctions, and with hired thugs pleading 
for the right to work. President Mahon, who has held that office 
continuously save for the first year, fought on and has seen his 
union gain signed collective agreements with nearly 400 com- 
panies. Always the president has insisted upon a strong war 
chest, complete national control of strikes, and discipline for any 
union or members who were lax in keeping promises. The union 
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has likewise maintained a comprehensive benefit program in- 
cluding death and disability payments as well as old-age pensions. 

The Amalgamated Association of Street Railway Employees has 
consistently followed the policy of offering to arbitrate any dis- 
pute except recognition of the union. Such a policy has often 
meant loses to the union but the leaders apparently feel that the 
good will of the public has been worth the cost. Compulsory 
arbitration, however, is condemned. 

A most interesting and valuable section of the study deals with 
the effect of the Amalgamated on wages and hours. Herein the 
author demonstrates what union leaders have consistently main- 
tained, that the union has succeeded in. raising wages, reducing 
hours, and improving working conditions for its members. 

Part One of the book dealing with physical development, 
financial development, regulation, public ownership, and personnel 
methods is interesting if lengthy background material. 

In conclusion it is suggested that something be done about the 
gentlemen who write the jacket “‘blurbs’’ for books. On this one 
we are told that the book concerns a union “‘which for nearly fifty 
years has used the machinery of arbitration to settle all labor 
disputes without resort to strike.’’ The index lists five major 
strikes and the text deals with many more less important ones. 

Duke University FRANK TRAVER DE VYVER 


Child Workers in America. By Katharine Du Pre Lumpkin and 
Dorothy Wolff Douglas. New York: McBride and Co., 1937. 
Pp. xii, 321. $3.50. 

To those who have been lulled by repeated statements that child 
labor is at an end, this book comes as a horrible shock. The 
authors present case after case supported by convincing statistics, 
and the righteous indignation with which these are presented in 
no way detracts from the value of the study to ‘‘middle class re- 
formers’’ and to students of labor economics. 

“Child labor—at its best’’ is found in industry in which some 
regulations are enforced. But despite these efforts industrial 
child labor continues, and is eliminated only by defining, as did a 
‘southern social scientist’’ boys and girls 14 or 15 years old as 
‘“‘young men and women.”’ 
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The completely forgotten child worker, however, is in agri- 
culture. Too long have reformers thought of these youngsters 
in terms of the early 19th century self-sufficient farm. Such farms 
still exist, to be sure, but the thousands of children gainfully em- 
ployed in agriculture do not work on them. They work in com- 
mercial agriculture or on the tenant farms of the South that only 
by the widest stretch of the imagination can be compared with the 
family farm of early New England. Agricultural child labor has 
been entirely neglected in laws, in studies, and even in reform 
programs. Yet in agriculture the worst conditions of all are 
shown to exist. 

The writers present an interesting description of the opposition 
to adequate child labor regulation. The fact that “‘it pays’’ is 
the fundamental reason for this opposition but the arguments of 
Catholic clergy, Columbia University President, and North Caro- 
lina textile editor are said not to be pure hypocrisy. The fight 
made by these gentlemen and many others presumably is based 
upon a middle class fear of any government interference in labor 
relations. 

To the authors some responsibility for the present lack of legis- 
lation must fall upon those reform organizations willing to com- 
promise with an opposition that counts on that compromising 
spirit to defeat proposed regulation. 

A three-point program for child labor abolition is presented. 
Child labor should be curbed by a federal law prohibiting the 
labor of children in all occupations under 16; beyond that is needed 
a broader social insurance and minimum wage system; and finally 
‘“‘no child should be without the opportunity for free public 
education for a nine-months term per year up to at least 16 years 
of age."’ The authors, however, are not sure that any complete 
eradication of child labor can be had under capitalism. 

Duke University FRANK TRAVER DE VYVER 


Seasonal Unemployment in the State of Washington. By William S. 
Hopkins. Seattle: University of Washington, 1936. Pp. vii, 
161. 60 cents. 

The author has studied some forty Washington industries and 
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herein presents tables and graphs to show the extent of seasonal 
employment in that state and also the extent that dovetailing 
between industries is found. He concludes that, ‘Compared with 
experience in other states, seasonality of employment is of especial 
importance in Washington.’’ Furthermore, ‘“The seriousness of 
the problem is only slightly alleviated by dovetailing.”’ 

After a brief description of the causes of seasonal unemployment, 
Dr. Hopkins makes three classifications of the workers in seasonal 
industries. First there is “‘non-compensated seasonal labor;’’ 
second, “‘compensated seasonal labor,’’ and third, ‘occasional 
seasonal labor.’” The second type deserves no unemployment com- 
pensation because the worker’s pay while working, takes into 
account the periods of unemployment. Nor does group three 
deserve any special consideration because they “‘work seasonally 
for ‘extra money,’ and are not dependent upon such work for 
their subsistence."’ Only with the non-compensated seasonal 
labor is unemployment compensation properly concerned. 

Naturally, says the author, the conclusions to be drawn from 
the study must be “‘qualified to the extent that they apply to con- 
ditions in the State of Washington, at the present time, only, 
and that they are based upon data which are not entirely ade- 
quate, although they are the best now available.’’ However, 
answers to some questions of practical importance are given. 
First no large group of workers will draw unemployment benefits 
from the Washington fund during the dull season of each year. 
A six-week waiting period will eliminate practically three-fourths 
of the seasonal workers. Second, many groups of workers will 
never receive benefits because of the state’s provision that 26 
weeks of employment must have occurred during the preceding 
year. Third, dovetailing of employment does not offer a major 
solution though a far-flung system of employment exchanges 
might change that situation. Fourth, though it may be more 
practicable to exclude all seasonal workers from benefits, further 
study is necessary before such a conclusion can be reached. Fifth, 
though large scale industry may tend to reduce seasonal employ- 
ment, the problems resulting from seasonality may be expected 
to continue to be acute. Sixth, seasonal employment may be 
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remedied by proper use of merit rating in unemployment insurance 
schemes. 

The material Dr. Hopkins has collected should be of extreme 
importance to the unemployment compensation commission of 
his state. Furthermore his careful description both of his sources 
and statistical methods will be of considerable value to others 
attempting similar state studies. 

Duke University FraNK TRAVER DE VYVER 


The Negro Labor Unionist of New York. By Charles Lionel Franklin. 
New York: Columbia University Press, 1936. Pp. 414. $3.75. 
In a world in which individual progress is more and more 

achieved through association, one of the surest measures of Negro 

opportunity is the degree to which Colored laborers participate in 
the trade union movement. 

Dr. Franklin has carefully explored Negro union membership 
in one of the great Northern cities whose Colored population has 
increased so rapidly in the last two decades. Statistics of trade 
union membership are notoriously difficult to compile, but in this 
case sound research underlies the finding that of 425,000 organized 
workers in Manhattan in 1935 (4/5 of the total) 40,000 or 9.3 
per cent were Negroes. This compares favorably with the Negro 
percentage of gainfully occupied workers in the city in 1930 of 
14.1 per cent. 

The sociological contribution of the study may be taken as in 
part an enlargement of the findings of an earlier study, in which 
occurs this convenient summarizing sentence: ‘‘Every Colored 
man in New York who stands with the organization, working for 
it in its defeat or its success, gains respect not only for himself 
but for his race.”’ 

The actual working of this principle in scores of local unions is 
examined, and most interesting personal experiences of Negroes in 
the union are described, and a careful documentary summary of a 
published attitude of the American Federation of Labor toward 
Negro membership is given. 

The author is to be congratulated upon the readable and dis- 
criminating character of his volume. 

Resettlement Administration Gerorce S. MitcHeLi 
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Ebb and Flow in Trade Unionism. By Leo Wolman. New York: 
National Bureau of Economic Research, 1936. Pp. xviii, 251. 
$2.50. 

This study is a worthy successor to Professor Wolman’s well- 
known and widely-cited Growth of American Trade Unions. In a 
sense the two are supplementary, since the earlier covers the 
period from 1880 to 1923, while the later one begins with the 
year 1897 and comes down through 1934. An introduction, 
written after the book came off the press, carries the split between 
the A. F. of L. and the C. I. O. through most of 1936. While 
the study is essentially statistical in nature, historical and inter- 
pretative data, although freely interspersed with tables, take up 
169 of the 239 pages of the volume proper. © 

Professor Wolman chose the year 1897 as his starting point 
because, as he says, this date marks the beginning of the modern 
period in American trade unionism. The contest between the 
Knights of Labor and the A. F. of L. had ended in a complete 
victory for the latter; and the first phase of the modern period, 
1897-1914, was one of consolidation and of slow but fairly steady 
growth in union membership, with the field dominated by the 
conservative unionism of the A. F. of L. and the railroad brother- 
hoods. 

The second phase, ‘‘War Prosperity and its Aftermath,”’ carries 
the movement from 1915 down to 1923. During this phase 
union membership increased rapidly, especially during 1919 and 
1920, reaching an all-time high of over five million in the latter 
year. Following the depression beginning in 1920 a sharp re- 
cession in the ranks of organized labor began, and by 1923 over 
half the gains of the war period, or roughly 1,500,000 members had 
been lost. 

The so-called prosperous years of the 20s saw a slow but steady 
decline in membership, with the single exception of the year 1927, 
which was marked by a slight increase. During the first two full 
years of the depression the loss was no greater than in the two years 
preceding; in fact, it was even less. In 1932 and 1933, however, 
the story was different. The cumulative weight of the depression 
was making itself felt, and in these two years the loss was nearly 
400,000, bringing the total membership down to 2,900,000, or 
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about 200,000 above the figure for 1913. During the first year 
of the final phase of this period, union membership under the 
Recovery Administration increased slightly over 600,000. 

Each of the above phases is treated briefly but adequately in 
separate chapters. The statistical story of the increase or de- 
crease in membership is given for the labor movement as a whole, 
for individual unions, and for groups of unions showing common 
or contrasting behavior. The author, drawing from his wide ex- 
perience and his intimate knowledge of the field, offers his own in- 
terpretation as well as that of other authorities of these major 
movements. 

An especially valuable cross-section of American unionism is to 
be found in chapters VII and VIII, ‘‘Centers of Unionism, ’’and 
‘Extent of Organization,”’ respectively. The “‘centers’’ refer to 
occupational rather than geographical areas, and here the author 
compares the relative strength and fluctuations in the various 
industrial fields. In the second of these chapters he shows the 
extent of organization, i.e., the percentages of those actually en- 
rolled in trade unions in the several occupations to the numbers 
eligible for membership. In the final chapter, ‘“The Next Years,”’ 
he offers an appraisal of the factors which he believes will deter- 
mine the course of the labor movement in the near future. 

This volume undoubtedly will be accepted as the standard refer- 
ence on trade union membership in the United States over the 
period covered. The statistical tables set forth in the appendix, 
some sixty-seven pages in all, are the most complete and authori- 
tative to be found anywhere. And the author’s interpretation, 
with one important exception having to do with foreign union 
membership, particularly that of Russia, seem conclusive and un- 
likely to be challenged. 

University of North Carolina Harry D. Wotr 


Essays in the Theory of Employment. By Joan Robinson. New 

York: Macmillan Co., 1937. Pp. 255. $3.50. 

This collection of essays by Mrs. Robinson is largely devoted 
to the application of the principles developed by Mr. Keynes in 
the General Theory of Employment, Interest and Money to several 
particular problems. The book thus serves two purposes, for it 
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is not only helpful in familiarizing the reader with the economic 
system of Keynes, but it extends the same method of analysis to a 
number of questions that were not considered by Keynes. 

In the General Theory, Mr. Keynes was largely concerned with 
short period considerations, those that are significant for a period 
extending over one or two business cycles. Mrs. Robinson's 
essays are largely concerned with long period considerations, 
the period with which economic analysis has traditionally been 
concerned. The essays most useful for this purpose are those on 
full employment, the mobility of labor, the long period theory of 
employment, and the diagrammatic illustrations. These essays 
bring clearly to the reader's attention the nature of an economic 
society in which the volume of employment in the long period 
may be insufficient to employ the available supply of labor, and in 
which fluctuations in employment are largely determined by the 
interest rate. The diagrammatic illustrations help to differentiate 
the short period from the long period effects of changes in the 
interest rate. 

Several essays are concerned with the question of remedies for 
depression. In these, the more familiar remedies—the dole, 
bounties for employment, reduction in hours of work, exchange 
depreciation, and various devices for increasing the balance of 
trade—are considered fully and critically. A lighter touch is 
found in “‘An Economist’s Sermon,’’ in which it is proved that 
‘‘economics is the dope of the religious people.’’ In all, it would 
be difficult to find a more stimulating volume for the professional 
student of economics. 

University of North Carolina E. M. BgernsTEIN 


Rural Trends in Depression Years. By Edmund deS. Brunner and 
Irving Lorge. New York: Columbia University Press, 1937. 
Pp. xvii, 387. $3.25. 

For those who have read Rural Social Trends by Professors Brun- 
ner and Kolb one needs only to say that the present volume reports 
the third survey of 140 villages and their related rural areas made by 
the Institute of Social and Religious Research under Prof. Brunner’s 
direction. The first survey was made in 1923-24 and reported in 
five volumes, chief of which is Brunner’s Village Communities, pub- 
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lished in 1927. The second survey, made in 1930, was broadened 
in scope when it was made a part of the research program of the 
President’s Committee on Recent Social Trends. It was reported 
in detail in Rural Social Trends, and the present volume is organized 
on the same plan, though with considerably different emphases. 

The lack of census data for the period since 1930 greatly reduced 
the demographic portion of the report. In fact, the most unsatis- 
factory part of it was the wide discrepancies between a sample 
enumeration of 45 of the villages and the various local estimates 
made in each village on indirect evidence. The former indicated 
that the majority of villages had declined slightly, while the latter 
indicated increases averaging in excess of six per cent. Therefore, 
instead of analyzing the composition of the whole population, 
they analyzed the composition and characteristics of those receiv- 
ing relief, and discussed the significance and bearings of the relief 
problem. 

After tracing the changes in agriculture, the authors discuss the 
social and economic effects of the AAA program and attitudes to- 
wards it. Trends in business, education, social organization, 
religion, local government, and village-country relations are 
brought up to date, with special attention to the effects on them 
of the depression and the New Deal. Considerable attention is 
given to adult education, especially the programs promoted by 
the agricultural extension services and by relief agencies. 

Although the statistical data is in the main text rather than in 
appendices, it is so much more skillfully presented than in previous 
reports that it is unlikely to bore the casual reader. The final 
chapter discusses the need for planning to conserve resources and to 
equalize opportunity as between rural and urban youth, and con- 
siders some of the elements necessary to such planning. The 
authors appear to have no axe to grind, unless it be the encourage- 
ment of a program of adult education, but only a passion for the 
improvement of the social well-being of the American people. 
The presentation sticks to facts and their implications and avoids 
platitudes. It reflects the skill and balance of the seasoned social 
surveyor, as well as a sensitiveness to the changing conditions that 
are influencing the direction of social change in rural America. 

University of North Carolina F. S. Witper 
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Big Business: Its Growth and Its Place. Edited by Alfred L. Bern- 
heim. New York: Twentieth Century Fund, 1937. Pp. xv, 
102. $1.35. 

This monograph is an exploratory, factual study of the concen- 
tration of wealth and income in the United States, the first of a 
series of ‘*big business’ investigations. The data present a mixed 
picture of highly concentrated wealth in certain areas of the eco- 
nomic system, especially in corporate wealth where 57 per cent is 
owned by 594 companies, and diffused ownership in other segments 
since 81 per cent of the total economic activity is still conducted 
by small corporations, individuals, and partnerships. Over two- 
fifths of business activity has so far evaded corporate organization. 
It is significant, also, that concentration of income has not kept 
pace with the amalgamation of wealth. 

Much of the data presented is well-known, but in emphasizing 
the rdle of small and medium sized enterprises in the aggregates 
of wealth and income the study adds balance to the perspective. 
A phase of the situations which the reviewer hopes the sponsors of 
these investigations will tackle is the illusive but important réle 
of financial control, corporate and individual, within the group 
of large corporations. 

University of North Carolina Joun B. Wooster 


British Corporation Finance, 1775-1850: A Study of Preference Shares. 
By George Heberton Evans, Jr. Baltimore: Johns Hopkins Press, 
1936. Pp. 208. $2.25. 

This book is an excellent analysis of the economic, financial, 
and legal origins of the preference share in British corporation 
finance. Emerging large scale enterprises, especially in canals 
and railroads, with their capital requirements almost invariably 
underestimated by engineers, forced promoters into the use of 
preference share capital after they had exhausted such emergency 
financial sources as additional calls on common, annuities, bonds, 
notes, and government aid. The author painstakingly delineates 
the evolution of this inchoate instrument, originally similar in 
many respects to bonds, into the conventional preference share 
with its voting privileges, participative, conversion, redemption, 
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and dissolution rights reasonably well established during the 
period surveyed at first in fact and later embodied in law. 

Despite the inherent technicalities in such a study, the author 
has succeeded in his effort realistically to portray the crystalliza- 
tion of a major instrument of corporation finance. Quotations 
from stockholders’ and directors’ meetings together with current 
press comment, while sparingly employed, add vitality to the 
treatment. It is a splendid contribution to the literature of cor- 
poration finance. 

University of North Carolina Joun B. Woostzy 


Managing for Profit. By C. E. Knoeppel and E. G. Seybold. 
New York: McGraw-Hill Book Co., 1937. Pp. xvi, 343. 
$3.50. 

Any man who has an idea deserves an audience. Mr. Knoeppel 
pioneered in the field of business efficiency, and this book, his last, 
represents the results of his mature thought. It may be briefly 
described as a study of business potentials. Knoeppel believed 
that accounting data, as such, is essentially static and passive in 
nature; that to be made to yield the best results it must be studied 
with reference, not merely to what has occurred, but also to what 
will occur, or what may be made to occur, in the future. 

It is well known, of course, that expenses are of two types—fixed 
and variable—and that, in consequence, the profit making possi- 
bilities usually increase with an increase in sales. The purpose of 
this book is to reduce to a science the study of variables in their 
relation to future profits. Using what has been done as a source 
of information, it is attempted to show what must be done in order 
to achieve and maintain a profitable business. 

The fixed budget is quite well known. The variable budget is 
less well known. Knoeppel makes it clear that the scientific bud- 
get is necessarily a variable budget, because any budget which is 
practicable must allow for variations in both sales and in certain 
classes of expenses. 

The book is divided into four parts. Part one explains what is 
meant by profit-minded management and describes the tools avail- 
able for its use. Part two discusses the technique of determining 
and relating profit trends. Part three discusses profit planning 
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and control. Part four is given over to a consideration of the 
major elements which assure profits. 

In some respects the book is highly technical. In the reviewer's 
opinion, however, it is based on sound premises and represents an 
important contribution to the growing volume of literature which 
offers suggestions for the resuscitation of unsuccessful enterprises 
and the improvement of those which are concerned with every 
factor that might result in a better profit position. 

The book is an example of good printing, is well indexed and 
well bound. It should find its way into the hands of all who are 
concerned with the problem of securing the most valuable results 
from accounting data. 

Louisiana State University ’  Eart A. SAvrers 


Advertising Copy. Revised Edition. By George Burton Hotch- 
kiss. New York: Harper & Brothers, 1936. Pp. xxiv, 432. 
$3.25. 

The book which this edition replaces, written twelve years ago, 
has long been the standard text in copy writing. In general, the 
same outline and arrangement of topics is followed in both editions. 
Illustrative examples have been brought up to date in the revision 
and several new problems have been printed in the section on 
‘*Problems and Exercises’’ at the end. 

Because of his rich background of experience as a teacher of Eng- 
lish composition and advertising at New York University, as a 
copy writer in an advertising agency, and as a consultant in 
marketing research, Professor Hotchkiss is exceptionally well 
qualified to write a text on this subject. 

For the benefit of those who are unfaimiliar with the earlier 
edition it should be stated that the book is a treatise on the art of 
writing advertising messages, considered as a branch of English 
composition. It is intended for those who are preparing for ad- 
vertising work, or those who are already engaged in it but are not 
ranked as experts. It presupposes a fair degree of proficiency in 
writing, equal at least to that of the average college junior. Pro- 
fessor Hotchkiss’ suggestions for reading in order to develop what 
he terms a ‘‘sound copy style’’ are particularly helpful. A text- 
book has its limitations. ‘‘It can do just as much as a text on 
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swimming, golf, or piano-playing can do to develop proficiency in 
these arts—and not much more. No one learns to write by 
reading. At the same time, no one who does not read extensively 
and intensively is likely to become a successful writer.’’ In 
defense of his chosen profession, Professor Hotchkiss points out 
that advertising copy is not necessarily more commercial than 
other literature. All writers who make their living by the pen 
feel the urge of the dollar. It makes little difference whether the 
dollar they receive comes from those who buy the magazine or 
those who buy the merchandise advertised in it. 
University of North Carolina Matcotm D. Taytor 











STATE NEWS 
ALABAMA 


The comparatively uniform acceleration that characterized 
business and industrial activity in Alabama during 1936 continued 
during the first quarter of 1937 with practically no interruption in 
any of the major industry or trade groups. In April the strike in 
Alabama coal mines reduced the output of coal in that month to 
less than one-tenth its normal volume. Minor reactions also 
appeared in several other industries, but these temporary losses 
were more than offset during May and June. The composite 
index of industrial activity in Alabama, which makes allowances 
for long-time growth and customary seasonal variation, rose to 
14.5 per cent above calculated normal in June. This was the 
highest point that had been reached by the composite indicator 
since October, 1929. In fact, industry was in a more favorable 
cyclical position in the recent month than in the latter part of 
1929 because of the upward swing of the business cycle. 

Activity in cotton textiles and steel and the consumption of 
electric energy are conspicuous features of the recovery of industry 
in Alabama. Consumption of cotton and production of steel 
ingots reached new all time highs during the first six months of 
the year. 


Active construction has begun on Oliver Dam at Tuscaloosa. 
This dam will replace three older dams and locks on the Warrior 
River and will very materially shorten the lockage time required 
to move tows on the river. This improvement should encourage 
very definitely the use of barges in shipping heavy material from 
the Birmingham district through the Port of Mobile. 

University of Alabama H. H. CuapMan 


FLORIDA 


The biennial session of the Florida Legislature ended on June 1, 
1937. The appropriations were, in general, somewhat morc 
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generous than those of the last biennium. The public school 
system again received state-aid amounting to $10,500,000 based on 
a grant of $800 per teacher unit. The state supported colleges and 
other institutions received slight increases over the former appro- 
priation. 

Legislation to participate in the Federal Social Security program 
was enacted. The unemployment compensation law provides 
for a pooled reserve fund raised by taxes levied on the employer. 
It is to be administered by the Florida Industrial Commission. 
The public employment offices, established two years earlier on a 
temporary basis, were made permanent. The appointment of a 
new director has created a problem. The National Reemployment 
Service refuses to recognize the appointment on the grounds that 
the director already in office received the appointment on a merit- 
basis and could not be removed from office without cause. Federal 
support has been withdrawn pending solution of this controversy 
and the public employment offices have been temporarily closed. 

The appropriation for old age and blind assistance grants was 
the first state appropriation made for this purpose. A constitu- 
tional prohibition against the use of state funds for relief purposes 
was removed by an amendment approved last year. The State 
Board of Public Welfare, previously on a temporary basis, was 
made permanent. 

Only a few changes were made in the revenue laws. It was 
believed that increasing revenues from present taxes would be 
adequate to provide funds for the increased expenditures. How- 
ever, One important source of revenue was eliminated by the out- 
lawing of slot machines, effective October 1, 1937. The primary 
revenue problem thus far created arises out of refunds to counties 
of money raised from gasoline taxes. Many special acts provided 
for refunds to particular counties to permit them to carry their bond 
debt charges. The bonds in question were issued for road building 
purposes. The Comptroller has held that the diversion of these 
funds is unconstitutional and has refused to make the payments. 
Some counties, as a result, are placed in an embarrassing financial 
position since their budgets counted upon this revenue. Several 
test cases have been filed in the courts. Pending their outcome, 
there is a growing agitation for a special session of the Legislature. 
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The Legislature again considered the ‘‘Florida Recovery Act’’ 
which passed the House of Representatives but was not passed in 
the Senate. This bill declares that chain stores are inimical to 
public welfare and outlaws them by providing that permits to 
engage in retail businesses be issued only to those who conduct 
business in a single store outlet. The Legislature also refused to 
pass legislation to keep cattle off the highways. 


In general, the economic condition of the state seems to be 
favorable. The tobacco crop has brought good prices, the average 
being about $18.00, though medium grades sold as high as $30.00. 
The long-staple cotton industry, ruined by the boll weevil infesta- 
tion in the twenties, is being revived. The first 1937 bale was sold 
for 32¢ per lb. The preliminary estimates of the citrus crop indi- 
cate that it will be approximately normal. The tourist trade in 
1937-38 promises to be one of the largest ever experienced. 

University of Florida Roanp B. Eutsiter 


GEORGIA 


For the past six months business in Georgia has continued some- 
what more active than last year. The country banks have been 
drawing heavily on their Atlanta deposits to make increased local 
loans. Total resources of Georgia state banks on July 1 were 6 
million dollars higher than on the same date last year while their 
loans and discounts stood at 75 million dollars, nearly 15 million 
dollars above last year. Activity in textiles and other manu- 
facturing industry continued to reflect increased national purchas- 
ing power and the absorption of unemployed workers by private 
industry increased. 


The social security measures adopted at the regular session of 
the legislature were made effective by the constitutional amend- 
ments passed at the June election. Payments to the aged, blind, 
and dependent children began in July, and in August were aver- 
aging $11 per person for the aged, $14 each for the blind, and $7.10 
each for dependent children. For the months of July, August, 
and September approximately $728,000 in state and federal funds 
was available for the public assistance phases of the program. To 
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this the county contributions were to be added. It is estimated 
that during the year beginning July 1 the total sum of 6 million 
dollars will be spent. Of this the counties will be called upon for 
$600,000 which will necessitate some increase in county revenues. 


State tax collections for the first six months have increased 
materially over the same period last year, but the increased reve- 
nues have not been sufficient to offset the added burden thrown 
upon the treasury by social security benefits and administration, 
free school books, and other new governmental services. The 
returns from both the truck and bus tax and the chain store tax 
have been disappointing. In 1938 the homestead and personal 
property exemptions, which were approved at the June election, 
will become effective and further reduce revenues. This loss will 
be partially offset by the returns on intangibles, which will take a 
special rate in 1938, as authorized by another amendment approved 
at the June election. The state property tax levy, reduced from 5 
mills to 3 mills in 1932, has again been raised to 5 mills, but more 
revenue is still needed. For this and other reasons a special session 
of the legislature is to be called, but not until the committee that 
has been studying the problem is ready with a program of revision. 
Although the committee declares to the contrary, it is likely that a 
sales tax will be among its proposals. 


Of the projects under consideration by the state planning board 
mentioned in the last issue, one, the study of state timber resources 
is under way. In this the board has the cooperation of several 
federal bureaus. The East Georgia Planning Commission has 
completed a study of the ‘‘Commercial Fisheries of Georgia’’ and 
has issued its report. The state board has also published a study 
of recreational facilities in relation to conservation. A study of 
artesian wells in the state is in progress, and another, a survey of 
the interrelation of the bureaus and branches of the state govern- 
ment, is getting under way. 


In the field of labor a legal test of the status of the Georgia 
Federation under the presidency of Mr. Steve Nance has been 
threatened but none has been initiated. The officers of several 
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city federations have resigned in protest against the action of the 
A. F. of L. and the formation of new local groups has been dis- 
cussed. Meanwhile the Southern Textile Workers Organizing 
Committee continues its activity and the district office of the A. F. 
of L. has launched a similar drive, with the result that unioniza- 
tion in the state is growing. 

Emory University J. Epwarp Hepcezs 


KENTUCKY 


The close of the fiscal year, June 30th, found the state in a strong 
financial condition after a year under a reorganized governmental 
and tax structure. A state debt had accumulated for twenty years 
from unbalanced budgets in the face of a constitutional provision 
limiting the state’s indebtedness to one-half million dollars, except 
by vote of the people. This has been materially reduced, the 
interest rate on outstanding state warrants has dropped from five 
to three per cent, and all departments have been living within their 
budgets. Total revenue collections amounted to $45,266,149 
compared with $35,939,792 the preceding year. The income tax, 
recently held constitutional by a special Court of Appeals, and 
selective excise taxes coupled with vigorous administration have 
more than filled the gap left by the repeal of the sales tax. 

The General Assembly attempted to remove the ad valorem tax 
of five cents on the $100 of assessed valuation of real estate for state 
purposes. The act was invalidated by the Court of Appeals in an 
interesting decision that raised several points of taxation theory. 

University of Kentucky RopMAN SULLIVAN 


NORTH CAROLINA 


Following the lead of several other states, North Carolina has 
yielded to the wiles of advertising. The Department of Conserva- 
tion and Development has general charge of an advertising pro- 
gram, for which $250,000 has been appropriated. A director has 
been appointed and a contract awarded to an Atlanta firm. Most 
of the advertising is appearing in magazines outside the state. 


During the past summer the state celebrated, at Roanoke Island, 
the 350th anniversary of the founding of the first English colony on 
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the North American continent. A relevant pageant written by 
Paul Green was presented during June, July, and August. Presi- 
dent Roosevelt spoke at the celebration on August 18. 


A study of federal internal revenue taxes collected in the different 
states during the past ten years affords an interesting commentary 
on the shifts in the activities of certain industries. During the 
1920's North Carolina, because of her growing tobacco business, 
was responsible for rapidly increasing collections of internal 
revenues, both absolutely and relatively. By 1929 the state 
ranked second only to New York, and she continued to hold this 
position through 1934. In the fiscal year 1935 Illinois, because 
of the processing taxes, rose to second place only to yield this 
position, in 1936, to Pennsylvania which experienced a great 
increase in the collection of liquor taxes. In the 1937 fiscal year 
Illinois, because of large increases in income and liquor taxes, again 
took second place, relegating Pennsylvania to third place. Al- 
though collections in North Carolina have increased almost a 
hundred million dollars since 1933 and amounted to $310,990,000 
in 1937, the state now ranks fourth. Other southern states with 
1937 collections and ranks are: Virginia, $176,259,426, ninth; 
Kentucky, $110,425,570, eleventh; Maryland, $109,649,053, 
twelfth. 


The state closed its fiscal year on June 30th with the largest 
general fund surplus in its history—approximately $5,230,000. 
This surplus permitted the state to finance the purchase of public 
school textbooks to the amount of $1,500,000 out of current funds 
and to postpone indefinitely the sale of bonds authorized by the 
last legislature for that purpose. The surplus, together with 
anticipated favorable collections of revenue during the present 
year, will probably make unnecessary the diversion of $2,000,000 
from the Highway to the General Fund, which the General 
Assembly authorized if necessary. Acting on this assumption the 
Governor has ordered the expenditure of an additional $2,000,000 
on the state’s secondary, or local road system. Last winter some 
of these roads, during prolonged wet spells, became impassable to 
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school buses and thus forced the closing of schools for considerable 
periods. 
Duke University B. U. Ratcnrorp 


SOUTH CAROLINA 


The General Assembly for 1937 enacted a number of measures of 
interest. A brief summary of the more important ones follows: 

I. The Creation of a Department of Public Welfare. The department 
operates under a board of seven members, one from each of the six 
congressional districts and one from the state at large. The 
members are elected by the General Assembly. 

County departments are established under the direction of a 
county board elected by the legislative delegation but subject to 
the approval of the State Board. 

Appropriations for the work of the department for the fiscal 
year 1937-38 are as follows: 


DiI coc ducinclen¥neses ose ceo.eentree nee thera ceventetas $880, 000 
ie ON. 0.5 Siridisincekas tues tessenatsccsmesb bees 360,000 
i IE BI oss cick Sse kai elo SA po noi ae rep 60,000 
4. Tuewtipent and training OF Cine Dias... 56 as 0.0 .5.0:s:0'sics sins cciesaise 20,000 
EET EIR essence ck a svatenywwawcaneweninebnalenaieeuine kamen enen 2.00 ,000 

$1,520,000 


The funds provided for the aged, dependent children and the 
needy blind will be matched by the federal government according 
to the provisions of the Social Security Act. The $20,000 for 
treatment and training of the blind is an independent state appro- 
priation, while the $200,000 for general relief is to be matched by 
the counties. 

Il. Amendment of the Workmen's Compensation Law. The amend- 
ments enacted make the following changes in the law: 


1. Raises the compensation from 50 to 60 per cent of the weekly 
wages. 

2. Reducing the waiting period for compensation from 7 to 3 days. 

3. Reduces the retroactive period from 28 to 14 days. 

4. Increases the total amount of compensation from $5,500 to $6,000. 


Ill. Increase in the Powers of the Commissioner of Labor. The act 
provides that the commissioner shall have the power to investi- 
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gate industrial disputes to ascertain the causes thereof, to make 
findings of fact, and to seek to induce both sides to arrive at an 
agreement. 

In the event the commissioner of labor shall fail to induce both 
sides to arrive at an agreement, he is empowered to appoint a 
committee for that purpose. The committee is to be composed of 
three members: one representing employers, one labor, and one 
the public at large. 

IV. Increase in the Tax on Alcoholic Liquor. The tax on liquor was 
increased from 80 cents per gallon to 96 cents. The additional 16 
cents per gallon is to pay for the cost of buildings at state supported 
higher institutions of learning. The total cost of such buildings 
is to be approximately $1,300,000. 

University of South Carolina S. M. Derrick 


TENNESSEE 


The 7oth General Assembly of Tennessee established a record of 
enacting 311 general and 905 private acts, a total of 1,216 new laws. 
Of the 311 general acts there were some 86 measures classed as 
administration or Browning bills. 

In the general appropriation bill of approximately $45,000,000 
per annum a considerable amount of discretion was granted the 
director of the budget subject to gubernatorial approval. Appro- 
priations for many activities may be adjusted by the director of 
the budget with the approval of the governor, making possible 
the operation of the state government within the limit of funds 
available. 

The newly created personnel division of the state has tentatively 
completed an analysis and classification of the approximately 
5,000 positions included under the personnel merit system of the 
state. It was reported that all former titles of jobs were laid aside 
in this reclassification and that classification based upon duties 
was strictly adhered to throughout the study. Those responsible 
for the administration of the system will be commended if they can 
inaugurate and maintain high standards in the division, for no 
reform is more needed in state government than in the field of 
personnel selection and management. 

Of general interest is Tennessee's provision for a six month’s 
test of the effects of a reduction of the cigarette tax upon total tax 
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collections from this source. Although the test is perhaps com- 
plicated by more stringent methods of collection, an effort is being 
made to test the argument that through a lowering of the rate 
total collections will remain at the same level if not be increased. 
A trial period of six months beginning July 1 has been provided 
during which time the normal 4 cents tax per package of cigarettes 
is reduced to 3 cents. If, at the end of the period, the new lower 
rate has not produced $1,800,000 the former 4 cents per package 
tax rate will again become effective. 

While Tennessee may never have attained complete aridity, for 
nearly thirty years it has been listed as ‘‘dry.’’ The General 
Assembly provided an opportunity for the citizens to express their 
attitude towards state liquor prohibition in a referendum on 
September 23 in terms of “‘for repeal’’ and ‘‘against repeal.” 
Though not legally binding, this vote should become a guide to 
future legislation on the subject. 


As the Social Security program is placed in operation the direct 
relief burden is being greatly reduced. On July 1 some 4,000 
families, or 40 per cent of the then existing case load, were elimi- 
nated from the direct relief rolls. About 6,000 other families 
will continue temporarily to receive scrip and commodities at the 
old rate averaging between $7 and $9 per month. By November of 
this year an attempt will be made to close the books on the direct 
relief rolls, leaving future burdens of security to the Social Security 
program of thestate. It has been estimated that this program will 
distribute in Tennessee approximately $10,000,000 annually to 
25,000 needy aged and blind and to 24,000 dependent children. 
The funds for these payments will be provided by participation of 
both the counties and state in matching the approved federal 
fund. 

During the fiscal year ending June 30, 1937, the number of WPA 
workers in the state averaged 37,500. With the quota for the state 
being considerably reduced emphasis is being placed on two main 
projects, the farm-to-market road system and a lake creation 
program. It is planned to employ some 12,000 workers on the 
farm-to-market road program and by autumn to have 25 lake 
projects under way. 

Tennessee Valley Authority T. L. Howarp 
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VIRGINIA 


The biennial appropriation act of Virginia, approved in 1936, 
authorized the Governor to institute a personnel study and to 
prepare a report on the classification and compensation of state 
employees. As a result, Governor George C. Peery engaged the 
professional firm of Griffenhagen and Associates to make a com- 
prehensive inquiry on the existing situation and to suggest a 
scheme for a modern personnel system. This firm has recently 
submitted its report in two parts, as follows: (1) On Classification 
and Compensation of Positions, (2) On a System of Personnel 
Administration." , 

The purpose of the investigation was to make an objective study 
of the duties and responsibilities of each position in the state 
service and to establish a classification of positions and salaries. 
Once the various types of service have been properly classified, it 
becomes a relatively simple problem to compensate state employees 
on the basis of the classification in which the position falls. In 
regard to the need for a systematic plan, Governor Peery stated 
in his budget message of 1936-1938, that, ‘‘Under present condi- 
tions neither the heads of departments and institutions, budget 
authorities, nor the General Assembly have any logical and uni- 
form standards applicable to the entire service to guide them in 
the difficult problem of proposing or fixing equitable salary scales 
for the employees.’ He pointed out that numerous inconsisten- 
cies and unwarranted discriminations now exist in the various state 
departments. The title ‘‘clerk,’’ for example, was found in use 
in a large number of positions, varying from an ordinary stenogra- 
pher to a senior executive. The range in salaries for work similar 
in type and requirements is likewise extremely broad. Naturally 
in the absence of equitable salary adjustments, many hardships are 
suffered and it is difficult to maintain high morale among 
employees. 

The classification plan recommended for adoption consists of a 
proposed minimum and maximum scale of pay for each class of 
position created. The maximum salary is reached by automatic 


1 These reports may be obtained from the State Division of Purchase and Printing, Rich- 
mond, Virginia. 
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steps of promotion based on tenure of service. For example 
stenographic service is standardized in all departments and it is 
recommended that a junior stenographer or typist receive a mini- 
mum salary of $900 a year and a maximum salary of $1140. Be- 
tween these limits, four promotions of $60 each would normally 
occur at such intervals as might be determined upon in setting up 
the classification plan. In all eleven types of stenographers are 
proposed, the highest of which is Senior Executive Stenographer, 
with a salary range of $2400 to $3120. For all state departments 
and institutions nearly seven hundred classes of positions are 
recommended. The fact is stressed, however, that the minimum 
and maximum salaries and the steps of promotion applicable to 
each class are quite flexible. In other words, the figures suggested 
may be altered without impairing the validity of the plan. 

While certain of the recommendations contained in the report 
may not be suitable for the needs of Virginia, owing to the lack 
of familiarity of the investigators with local customs and tradi- 
tions, it is to be hoped that the report will form the basis for the 
establishment of a progressive merit system. Even though the 
present scheme may need substantial modification, it should be 
valuable to the General Assembly in formulating a desirable plan. 


The Virginia State Chamber of Commerce has recently appointed 
a committee of seven men to direct a study of taxation and govern- 
ment in the State. This step represents a continuation of the 
policy inaugurated by the State Chamber of Commerce soon after 
its formation in 1924. The studies which have been made by the 
various tax committees since that time have been highly con- 
structive in the realization of a progressive tax system. There 
remain certain weaknesses, however, and the new tax committee 
will make an investigation of these problems. Activities of 
previous committees during the past 13 years “‘have included 
summaries of tax conditions, analysis of Virginia revenues and 
expenditures periodically, tax administration in Virginia and 
other states, tax needs, a suggested reconstruction of the Virginia 
tax system, a digest of the Virginia tax laws and a report on motor 
vehicle taxation in the state.” 
University of Virginia Tieton R. SNAVELY 
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The University of Alabama announces the following changes: 
Lillie L. Atkinson is added to the Bureau of Business Research as 
Assistant Statistician; J. R. Bowen becomes an instructor in 
Economics; S. A. Collins is an instructor in secretarial studies in 
the School of Commerce; William R. Curtis has resigned to take a 
position in the Research Division of the Works Progress Adminis- 
tration; F. J. Foster becomes an instructor in Commerce; L. T. 
Hawley is on leave this year to head the Division of Research of 
the state Unemployment Compensation Commission; W. H. Mann 
has been appointed instructor in Accounting; Burton R. Morley 
is on leave to act as regional representative of the Unemployment 
Compensation Bureau of the Social Security Board for six southern 
states; A. J. Speer retired September 1st as state director of the 
Reemployment Service and is acting professor in the department 
of Economics. 


John E. Allen, until recently a graduate student and instructor 
at the University of Virginia, has been appointed assistant pro- 
fessor of Economics at Emory and Henry College. 


Gladys Boone, associate professor of Economics at Sweet Briar 
College, supervised a research study of household employment in 
Lynchburg, Virginia, during the past year. Miss Boone spent the 
past summer in Europe studying cooperatives. 


R. W. Bradbury has been granted a two year leave of absence 
from Louisiana State University to serve as Chief Statistician for 
the Unemployment Compensation Division of the state Depart- 
ment of Labor. 


C. K. Brown of Davidson College taught courses in the summer 
session at the University of North Carolina. 
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M. G. de Chazeau, for some months past a member of the re- 
search staff of the United States Treasury Department, returned to 
his teaching at the University of Virginia in September. 


J. Carlyle Ellett, formerly instructor in Economics at the Uni- 
versity of Virginia and during the past year holder of the Virginia 
Brookings Fellowship, has been appointed assistant professor of 
Applied Economics at the University of Richmond. 


E. W. Eckard, formerly an instructor at Duke University, has 
accepted a position in the Economics Department of the University 
of Delaware. 


Wilford J. Eiteman of Albion College, Michigan, is at Duke 
University this year filling the position of Earl J. Hamilton, who 
is on leave. 


W. T. Ferrier has joined the staff of Clemson Agricultural Col- 
lege as Associate Agricultural Economist. He is teaching courses 
in Marketing and Farm Management. 


The University of Florida has announced the following changes: 
C. M. Anderson, formerly instructor in the University of North 
Carolina, has joined the staff and is offering the courses formerly 
given by James E. Chace, Jr. who is on leave to study at the Uni- 
versity of Chicago; Ben Cogburn, who has been on leave, has 
returned as assistant professor of Accounting; J. B. McFerrin has 
been appointed assistant professor of Economics; Roy Purvis has 
been appointed instructor of Accounting. 


J. L. Fulmer has been awarded a General Education Board 
Fellowship at the University of Virginia for the current year and 
is on leave of absence from The Clemson Agricultural College. 


John H. Goff, economist in the Transportation Economics divi- 
sion of the Tennessee Valley Authority, resumes his professorship 
at Alabama Polytechnic Institute, continuing, however, his studies 
in industrial research. 
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Glover D. Hancock of Washington and Lee University was 
elected president of the Virginia Social Science Association for the 
current year. 


S. H. Hobbs, Jr. of the University of North Carolina has been 
appointed by Governor Hoey a member of the commission to study 
homestead exemption and tax classification for the next legislature. 


The University of Kentucky announces that: H. P. Guy has been 
appointed an assistant professor and will teach secretarial subjects; 
R. D. Haun, after a year’s leave of absence, resumes his work as 
head of the Accounting division; James W. Martin, State Com- 
missioner of Revenue, will spend two days a week on the campus 
this year, teaching one graduate course each term and resuming his 
duties as Director of the Bureau of Business Research; Henry B. 
Moore, formerly with the Bureau of Foreign and Domestic Com- 
merce, has been appointed associate professor of Economics; pro- 
motions to the rank of full professor have been made to R. D. Haun, 
L. H. Carter and E. Z. Palmer. 


D. F. Martin of Washington and Lee University, is on leave for 
the year for graduate study. Mervin Crobaugh will teach Mr. 
Martin’s classes during his absence. 


Louisiana State University has announced: promotions in rank 
of Daniel Borth to associate professor of Accounting; R. W. 
Bradbury to associate professor of Business Administration; and 
Mack Hornbeck to assistant professor of Banking; M. G. Dakin, 
formerly at Oklahoma Agricultural and Mechanical College, has 
been appointed assistant professor of Business Law; K. D. Reyer, 
formerly at the University of Oklahoma, is now professor of 
Marketing and Business Management. 


A. J. Nichol, formerly at the University of Maryland, is now 
associate professor of Economics at the University of California. 


Henry P. Oliver, who taught at the University of Mississippi 
last year, is now an instructor in Economics at Duke University. 
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G. H. Parker, formerly at Fredricksburg, Virginia, State College, 
has been appointed assistant professor of Secretarial Science at 
the Woman's College of the University of North Carolina. 


M. O. Phillips of Washington and Lee University spent the 
summer in Washington with the Maritime Commission, aiding 
in a survey of American shipping. 


Earle L. Rauber, who has been on the research staff of the 
Tennessee Valley Authority, has returned to teaching at the 
Alabama Polytechnic Institute. 


John Joseph Smith, who has been a member of the staff at the 
University of Alabama, has been appointed acting assistant 
professor of Commerce at the University of Virginia for the 
current year. 


Joseph J. Spengler of Duke University taught courses in the 
summer session at the University of North Carolina. 


W. Mackenzie Stevens has resigned from the faculty of Louisiana 
State University to become head of the department of Economics 
and Business Administration at the University of Maryland. 


Leland B. Tate has resigned from the University of Virginia 
to accept an appointment at the Virginia Polytechnic Institute. 


The University of Tennessee has added the following members 
to its staff: Paul Barnett as associate professor of Statistics; 
Benjamin R. Haynes as professor of Commercial Education and 
Secretarial Science; Clyde Humphrey as assistant professor of 
Commercial Education and Secretarial Science; James C. Nelson 
as associate professor of Marketing; Maurice O. Ross as associate 
professor of Business Finance. 


Raymond D. Thomas of Oklahoma Agricultural and Mechanical 
College, Chairman of the southern regional committee of the 
Social Science Research Council, announces that the Council will 
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receive applications for grants-in-aid of research to southern 
social scientists for 1938-1939. Applications must be filed by 
January 1, 1938. Full information may be obtained from the 
Grants-in-Aid Secretary of the Council, 230 Park Avenue, New 
York City. 


Robert H. Tucker of Washington and Lee University has been 
appointed a member of the committee of the Virginia State 
Chamber of Commerce on the Virginia Tax System. 


B. O. Williams of Clemson College offered courses in the summer 
session of the University of Kentucky. 


E. W. Zimmermann of the University of North Carolina taught 
during the past summer at the University of California. 
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